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FOREWORD and ACKNOWLEDGMENTS

This paper draws from many sources and is meant to be an interpretation of progress to date, in
liberdizationand privatization of two commodity subsystemsthat have been thefocus of many APCP and
APRP policy benchmarks. The usud disclaimer applies particularly strongly in this report; the views of
the author are not necessarily those of APRP, USAID, MALR or any other GOE ministry or agency.

Although this paper began asan effort to summarize progressin implementing APRP policy benchmarks,
it quickly turned from being amid-program scorecard to become a set of interpretive essays. The paper
attempts to highlight reforms and their successful implementation, while maintaining acritical detachment
in discussing liberdization shortcomings, barriersto reform and suggested future measures. The author,
who has monitored and evauated policy reform in the cotton and rice subsectors since the beginning of
APRP, has interviewed many key public and private officials, managers, and market participants at
different points in time. In some sections, private sector views on progress in liberdization and
privatization are articulated and represented forcefully. This is because private sector feedback is
generdly important in any policy reform program, but aso because private sector voices need to be heard
inthe Egyptian political economy context, wherethe public sector legacy and dominance remain powerful
forces. Asin any complex, gradua program of policy reform, progress has been mixed, though
accomplishments to date provide grounds for optimism.

Many individuas contributed their observations, data, and points of view to thisreport. The chapter on
progress in rice subsector liberdization benefitted from an excellent review by Lawrence Kent of
APRP/RDI. The chapter on liberdization and privatization of the cotton subsector drew heavily from
earlier APRP and CSPP work and benefitted from reviews by Ron Krenz and by Hemut Schoen and
Mohammed Abu & Wafa of CSPP. Edgar Ariza and Ken Swanberg of APRP/RDI also provided
vauable input.

The author wasassisted in hiswork by Sherif Fayyad, who helped to obtain dataand prepare tabul ations,
and by Ddia Radwan, Flora Naiem and Yvonne Louis, who assisted in word-processing, report
formatting, and table creation. MV E Chief of Party Gary Ender provided hisusud incigve observations
and comments. Dr. Adel Mostafa helped in obtaining important information and input on the cotton
subsectotr.
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EXECUTIVE SUMMARY

This paper reviews progressin liberaization and privatization in two key subsectors, cotton andrice, from
1996/97 to 1999/2000. It draws heavily on earlier and extensive work on both subsectors, dthough it
does not attempt to summarize al the changes that have taken place. Rather, it presents sdective
evidence and interpretation of eventsto paint an overdl picture of steady though dow progressin most
areas.

The paper examines the degree to which policy reforms were achieved in key aress of the two
subsectors, identifies what regulatory and policy barriers remain to complete liberdization, and suggests
waysin which the reform agenda could be pushed ahead. The analysis of privatization efforts in both
subsectorsis somewhat lessthorough, largely because accessto firm-level dataisso limited and the data
that are avail able tend to be aggregated, not comparableto information from other countries (that comply
with internationa accounting and reporting standards), and difficult to interpret. The absence of eadly
accessible economic and financid performance data is in and of itsdf a barrier to privatization;
prospective investors have difficulty evauating what they might be getting into.

Rice Subsector Liberalization and Privatization

Following sgnificant liberdization of domestic rice marketing in the early 1990s, GOE effortsto complete
the liberdization process during thelate 1990s|argely fatered. Evidence of theincomplete reform agenda
is

. Public and ESA rice mills paid producers premium prices in 1999/2000, using credit obtained
early in the marketing season with holding company guarantees, to continue operating inefficient
rice milling enterprises, likdy in the red.

. Export subsdies for rice milled in public mills, in place since 1997, were paid to exporters for
the 1996/97 season to offset public sector milling costs that exceeded private milling costs. It
gppears as if these subsidies will be paid for the 2000/01 season.

. APRP efforts to encourage the GOE to reduce the tariff on imported rice have not led to any
change in the 20-percent tariff (plus 5 percent sales tax and 3 percent or so miscellaneous
charges). The processby which tariff levelsget reviewed and changed probably requires serious
consderation. Lowering the tariff would encourage more efficient resource alocation by putting
downward pressure on domestic paddy and rice prices, whichin turn would lower returnstorice
production and area planted to paddy.

An important measure to liberadize the rice subsector was undertaken during the early 1990s, which led
to widespread entry of smdl traders into the domestic rice market. Farmers were dlowed to sdl their
paddy to any buyer at freely negotiated prices, rather than being forced to ddiver paddy (that was not
home consumed) to public milling companies. Thiscompulsory procurement system had made the public
companies the predominant buyers during the 1980s (buying 42% to 50% of the nationa paddy crop),
but the proportion of the rice crop that was procured by the public rice milling companies declined
steadily from 1989/90 (42%) to a very low level by 1996/97 (estimated 2% of the crop). By 1995,
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private investors, convinced of the sugtainability of rice market reform, began to make sgnificant
investmentsin commercid rice mills, aswell as smdler village mills. Nationd milling capacity expanded
quickly to the point where public milling capacity ended up comprising only 21% by the late 1990s.
Private traders were aso allowed to export rice in 1991/92, shipping 13.7% of the total exported that
year. By thelate 1990s, Egyptian rice exportswere shipped predominately by the private sector (78.2%
in 1997/98 and 89.1% in 1998/99).

The Rice and Flour Milling Holding Company, not content to let public mills stand idle,
intervened in the rice market beginning in 1997/98 in ways that negatively affected private
tradersand millers. Public millsbought large quantities of paddy in 1997/98 (517,600 mt), only about
90,000 mt in 1998/99 year, and then an estimated 402,789 mt in 1999/2000. Uncertainty about the
paddy buying intentions of the public and ESA rice mills, now managed by the Food Industries Holding
Company (FIHC), dtill cloud the domestic rice market. Private traders and millers did not know, in the
fdl of 2000, the extent to which the public and ESA millswould bein the market, the pricesat which they
would be buying, and how much paddy they would buy (a function of finance obtained for them or
guaranteed by the FIHC). Aggressive early-season purchases of over 400,000 mt of paddy in
1999/2000 by public and ESA mills pushed opening paddy prices much higher (> LE 600/mt) than they
would have been had the public mills not obtained this credit.

A key issuerdated to credit accessiswhether the ESA millswould have been ableto obtain credit from
the banks without a holding company guarantee. Since 1997/98, when credit for the public mills was
obtained at below-market interest rates, the public and ESA mills have paid market rates. Itisnot clear
how creditworthy these mills are, and it is unlikely that the banks did any rigorous financid andysis to
determine credit-worthiness. Hence, therdatively easy access of public and ESA millsto large amounts
of credit can be viewed as preferentia treatment by the banks.

By summer 2000, paddy prices had dropped to far lower levels (LE 400-500/mt). This sharp price
dedine latein the marketing year suggests that the summer 1999 paddy crop was larger than announced
by the MALR, leading farmers and traders holding stocks to dump them on the market before the large
new crop was harvested. It so impliesthat public and ESA millsbought paddy, during thefal of 1999
(early inthe marketing season), at price levelswel above what they would have been on the open market
during the peak salesmonths of September-December 1999 had these mills not obtained so much credit
so easly and early in the season. Note aso that senior GOE officials declared that 1999/2000 paddy
prices to farmers should open a aminimum of LE 600/mt. These types of announcements, and public
Sector intervention in the market to maintain high paddy pricesin 1999/2000, wereinappropriate sgnas
to thedomedtic ricetrade and uses of scarce GOE resources, congtituting aform of market manipulation.
For a supposedly liberdized subsector, these types of policiesareill-consdered and tend to de-stabilize
the market.

It isdifficult to evaluate how successful privatization of public rice milling companieshasbeen.
Following unsuccessful attempts to privatize public rice mills through tendersin 1997, designed to dicit
anchor investors, privatizations in the form of ESAs were quickly consummated in 1998. The ESA
privatizaetions will result in agradud transfer of control from the Holding Company to the new owners,
employees and managers of theformer public companies, on 10-15 year ingtalment plans. The financid



performance of therice milling enterprises of public and ESA rice milling companiesisunknown, athough
ESA millswith macaroni plants and feed mixing units appear to be doing well financidly (inthe aggregate,
across the different units). The public and ESA companies bought little paddy in 1998/99, but they
intervened in a mgor way in 1999/2000, putting upward pressure on domestic paddy prices. Of the
402,789 mt of paddy bought by the ESA and public mills, nearly haf (48.4%) remained in orage by the
end of the 1999/2000 milling season. Rice prices had dropped to market-clearing levels that were too
low for the ESA and public millsto bresk even after milling and selling therice. The competitiveness
of the public and ESA ricemillsisassured through easy accessto credit, cr oss-subsidization of
rice milling enter prises by macar oni or feed mixing enter prisesowned by the same companies,
or granting exporterswho use public and ESA millsto processtheir rice an export subsidy (of
LE 50/mt). Thisisan artificid competitiveness, however, maintained through policies and financid
(banking) advantages. This does not lead to the level playing field needed to encourage the most
competitive and efficient rice marketing and processing system, or to ensure the best use of scarce public
and financia resources.

Cotton/Textile Subsector Liberalization and Privatization

The cottorvtextile subsector represents a complex set of agricultura production, marketing, first
processing (ginning), exporting, and indudtrid transformation (pinning, weaving, knitting, RMG making)
activities. There have been more policy benchmarks targeting the cottonvtextile subsector under APCP
and APRP than any other subsector or policy area.

There havebeen quiteafew positive achievementsin cotton/textile subsector liberalization and
privatization:

. Three laws were enacted in 1994 that opened up the seed cotton trade and lint cotton export to
private companies. By 1999/2000, private trader s wer e buying 44.7% of the seed cotton
crop, up from virtudly nil in 1996/97. The private sector export share reached 25% in
1997/98 and 1998/99 (though it declined to 14.5% in 1999/2000), riang from only 3.3% in
1995/96. This has put competitive pressure on the public cotton trading companies, leading to
some sdling of lint cotton bel ow minimum export prices and attemptsto differentiate product (lint
for export) on the bass of qudlity (grade and cleanliness), baing (UD baes), and foreign
customer responsiveness.

. Two of five public sector ginning companieswer e privatized in 1996/97. Thesecompanies
are operated under private management and ginned 38.5% of the seed cotton crop in 1998/99.
A third firm, Nefertiti, operated one private gin in 1998/99 and captured a 1.1% market share,
giving the private sector acombined 39.6% share. Adminidirative allocation of market sharesto
the five (public) ginning companies has been replaced by a more competitive system where
quality ginning services, timeliness of service, sharing of transport costs, and some price cutting
are used to capture grester market share (within the limits of the one gin/one variety policy of
MALR).



. One private ginning company, Arabeya Ginning, hasbeen an industry leader in investing
in improved seed cotton cleaning facilities, upgrading gins, and introducing farfarra
rooms at gins and UD bale presses. This has encouraged the other private ginner (Nile
Ginning) and public ginning companies (particularly Deta Ginning Company) to make Smilar
invesmentsthat lead to higher quality ginned output. Arabeya Ginning has aso successfully shed
most of its redundant labor through early retirement incentive buy-outs, as well as closed three
old, smdl ginsin congested urban aress.

. The eection of ten private sector membersto the ALCOTEXA Management Committeein late
October 2000 may signa the end of public sector dominance of decisionsaffecting export prices
and rules (as of January 2001). Until then, chairmen of the sx public trading companies
dominated the Management Committee and held the key ALCOTEXA leadership postions.

. Privatizationin the spinning industry hasincluded two salesto anchor investors, leases
of one or more units of five other companies, and ongoing attempts to sell well-
performing public spinning companies with good equipment. One privatized company,
Alexandria Spinning and Weaving, hasraised the average count of yarn it spinsand improved its
financid performance. Since 1994/95, there has aso been sgnificant private investment in one
ring spinning operation (Alcan Mana) and nine open-end spinning factories. Two other
companies report plans to establish other ring spinning plants. The new spinning units are more
productive and efficiently run than nearly dl of the public sector spinning companies.

Despite these Significant achievementsin liberalizing and privatizing the cotton subsector, the
subsector remains rather highly controlled, with the GOE continuing to intervene, as of late
November 2000, in:

. determining which varieties must be grown in which production zones;
. reversng progressive remova of subsidies on MALR-provided cotton pest control servicesin
2000;

. determining which gins can gin which varieties (only one per gin), though dlowing some
compsetitionfor ginning busnesswithin thisredtriction (gins permitted to gin particular varietiescan
compete among themsalves for market shares);

. setting seed cotton prices paid to growers, and maintaining too small price differentids between
grades of the same variety to provide growerswith sufficient incentivesto strivefor higher grades
in production, harvesting and handling;

. dlocating PBDAC-run sales rings, the dominant venue for buying seed cotton, administretively,
and reversng steady progress in increasing the private share of sales rings in 2000/01 with a
system that pendized the established private sector buyers,

. adhering to the principle of one buyer per PBDAC-run sdes ring, with cotton bought at
adminigtered prices and the buyer forced to accept al the seed cotton delivered, regardless of
its grade;

. etting into-spinning mill lint cotton prices;

. owning about 60% of domestic ginning capacity (with no apparent urgency to privatize this
remaining capacity, despite initid success with two privatizations in 1996 and 1997);



. owning and managing the activities of sx public sector cotton trading companies, who have
exported over 70 percent of tota cotton lint exports during the four completed marketing years
of APRP (through 1999/2000, a year when the public share reached 85.5%);

. forbidding exports of popular, exportable long-staple varieties during certain periods in
1999/2000 (in order to meet domestic spinners requirements), and establishing export quotas
by variety in 2000/01,

. owning and continuing to operae (largdy in the red) public sector spinning companies that
dominate the domestic spinning industry, and ensuring thet the larger public spinners (with the
highest volume of output) have preferentid access to Egyptian cotton lint;

. influencing yarn export prices and the dlocation of yarn export quotas to individud firms;

. controlling most imports of cotton lint and their dlocation among largdly public companies, joint
investment companies, and former public companies (two large privatized companies); and,

. influencing lint cotton export price levels, dthough nomindly this is the prerogative of

ALCOTEXA, acotton exporters' trade association comprised of representatives of both public
and private companies.

Furthermore, the dignificant expansion in private sector investment in knitting, apparé
production and RM G manufacturing has been driven by policy exceptions, theduty drawback
and tempor ary admission systems, which exempt exporters of thesetextile products from paying duty
on cheap imported lint. These export-oriented firms are using mainly yarn spun from short staple cotton
imported from Indiaand Pakistan (with significant increasesin imports of Syrian yarnin 2000). The duty
drawback system has resulted in a shift during the 1990s to the predominance of knits, appard and
RMGsin export vaue shares by the end of the decade, representing only 21.4% in 1990 but 65.5% in
1999. This export success has come at the expense of Egyptian yarn, which iscostly relative to chegper
imported yarn. Pricing policiesfor domestic seed cotton, cotton lint sold to domestic mills, and exported
lint have contributed to the choice, by these export-oriented knitters and makers of apparel and RMGs,
not to use Egyptian yarn.

An underlying problem in liberalizing the cotton/textile subsector has been the absence of an
overarching GOE vison for reform and acomprehensive plan for implementing and sequencing
reforms. Tobefair tothe GOE, palicy reform of complex subsectorsisamessy business-alittle science
(based on lessons from other countries), alot of political economy (baancing off interests of competing
stakeholders), and mainly an at.  There is no easy-to-follow blueprint for reform. Nevertheless, the
author concludesthat cotton subsector policy and regulatory reforms have generdly been piecemed, ad
hoc, and uneven across segments or industries of the subsector and across policy domains (e.g., varieta
choice; pest control; import procedures, etc.). Itisextremdy difficult to movethe policy agendaforward
a exactly the same pace in dl areas of a subsector to minimize distortions, rent-seeking opportunities,
hardening of the positions of well-entrenched vested interests (leading to intransigence towards further
reform), and the emergence of binding congtraints to reform caused by too dow movement forward in
one or two critical policy domains. Nevertheless, the author concludes that the GOE could have moved
ahead fagter and coordinated the complex program of policy reform across the subsector better.

The resultsobtained to date ar e somewhat disappointingin light of thesizeable USAID resour ce
outlays tiedto accomplishment of themany benchmar kstar geting the cotton/textile subsector.
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However, in the Egyptian politicd economy context of gradudist reform, the firgt (nearly) fifteen years
of cotton subsector liberalization have been paced about right. The next 5-10 years of increasing
globalization of world markets (commodity, currency, financid, information) and faling trade barrierswill
most likely force upon Egypt and the GOE a sat of increasingly difficult policy choices. These choices
will need to be made in more rapid succession and probably under more intense economic and palitical
pressures than those made during the previous 15 years of graduaist reform, which were dominated by
half-measures designed not to harm any one stakeholder too much. Furthermore, GATT/Uruguay
reforms were designed not to hurt domestic producers of lint, yarn, fabric and RMGs during thefirst six
years (1995 through 2000) of progressive lowering of tariff levels. Starting in 2001, the GATT tariff
agreement ruleswill compel Egypt to lower duties on imported yarn and fabric below current protectionist
ratesto levelsthat will affect the domedtic textile industries. Quantitetive restrictions on RMG imports
will aso be converted to tariffs.

As presaures to become more internationaly competitive mount, tradeoffs will clearly need to be
made among competing interestsand priorities.

. Will the GOE continue to adminidratively dlocate shares of the domestic seed cotton market to
public and private firms through the system of PBDAC-run sales rings?

. Will the GOE periodicdly interveneto adminigratively alocate shares of Egyptian cotton lint for
export and to the domestic spinning industry, rather than let market forces determine this
dlocaion?

. Will ALCOTEXA be encouraged to price cotton lint varieties competitively in a way that
preserves Egypt’s eroding world market share for ELS and LS cotton?

. Will the GOE continue to saddle failing public spinning companies with high-cost domestic lint
that ends up being spun sub-optimaly (to lower counts than desirable or feasble)?

. Will struggling public textile companies be dlowed (and subsidized) to operate well below their
origind ingtdled capacities, accumulating losses and inventories, and continuing to pay sadaries
of numerous redundant workers?

. Will import of cotton lint (other than Sudaneseacala) and itsdidtribution to domestic millsremain
largely the preserve of the public sector (SWRMC-HC)?
. Will the GOE continue to dlow the booming RMG and knit export segment to operate under a

different set of rules—the duty drawback and temporary admissions systems for imported yarn?
Thiswould probably lead to leakages of chegp imported yarninto the saturated domestic market.
These exceptions would aso adlow private textile export businesses to out-compete public and
private companies that do not benefit from the privilege of not paying dutiesor that use Egyptian
lint.
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1. INTRODUCTION

This paper represents an attempt to summarize progress to date in liberdizing and privatizing four key
commodity subsystemsin Egypt’ s agricultural economy: rice, cottorvtextile, wheet, and fertilizer. 1t dso
seeks to identify remaining challenges and obstacles to liberdization and privatization.

The paper islargely a set of interpretive essays, which draws on earlier, more detailed studiesand on
the judgments of the andysts who have written the interpretations. Where possible, we have referenced
earlier work rather than re-iterating it. The paper draws heavily from the four MVE Unit verification
reports, the MV E Basdline of APRP Progress|ndicators, the MV E baseline subsector studies (aspart
of MVE' simpact assessment program), numerous RDI , FSRU (IFPRI) and CSPP studies, and several
MVE specid studies. It dso drawsfrom MVE, CSPP and RDI interviews and interview notes, aswell
as ongoing discussions with GOE policy-makers and their advisors and leading APRP and CSPP
andyds.

The organization of each chapter on commodity subsectorsis asfollows.

? brief summary of accomplishments under APCP

? more detailed assessment of accomplishments under APRP, keyed to the policy benchmarks

? discussonof the private sector’ s response to the policy benchmarks and overal GOE progress
in liberdizing and privatizing the subsector

? an interpretive summary of lessons learned and remaining challenges to completion of the policy
reform and privatization agendas

The reader will note that the chapter on the cotton/textile subsector islonger than the chapter on therice
subsector. Thisreflects the relative importance of that subsector in the APRP portfolio and the number
of policy benchmarks related to liberdization and privatization of that subsector. The cotton/textile
subsector receives the longest and most detailed treatment, because its reform has been the subject of
many benchmarks, particularly during the first three APRP tranches, and its liberdization has been the
most chdlenging. The rice subsector chepter is briefer partly because there have been fewer APRP
benchmarks, but also because a recent Rice Subsector Update (Holtzman et d., Jan. 2000) provides
alot of detail and andysis on policy-related devel opments during the 1998/99 marketing season and for
the first five months of the 1999/2000 season.

Fndly, itisimportant to note that ther e have been lagged effects of i mplementing the APCP policy
reforms. Both rice and fertilizer were the subject of many benchmarks and significant policy reform
under APCP from 1991 to 1996. Although there have been fewer benchmarks related to rice and
fertilizer under APRP, the reformsimplemented under APCP continue to have an important impact under
APRP, and market interventions made since the close of APCP affect the behavior (and profitability) of
private firms, the continued operations of public sector companies, and the performance of those
subsectors under APRP.



2. RICE SUBSECTOR

21  Summary of Benchmarksunder APCP and APRP

Under APCP, there were three benchmarks designed to reduce progressively, over threetranches (4-6),
farmers mandatory deliveriesof paddy to the GOE (see Goldensohn, 1998). Thelatter two benchmarks
aso“rdaxed” and then“eiminated” GOE restrictions on sorage, milling, trangport, and marketing of rice
by the private sector. By the end of APCP, these benchmarks had been accomplished. By 1996,
farmers were free to sell their paddy to the highest bidder, and a vibrant private sector rice trade and
milling industry had emerged. Public sector rice mills were il actively procuring and milling paddy
through 1995/96, and competing with the private sector, dthough their share had dropped steadily from
1989/90, when it was 42.3% of the paddy crop, to 12.2% in 1995/96.

By the beginning of APRP in 1996/97, USAID and GOE attention shifted to compl eting the mar ket
reform agenda and privatizing public sector ricemills. Inlight of sSgnificant private sector invesment
intrading, milling and exporting and a perceived enhanced competitiveness of the Egyptian rice subsector,
USAID and GOE agreed to (but did not actually) open the Egyptian rice market somewhat to
internationa competition by lowering the tariff on riceimports. Asareacultivated to paddy steedily rose
during the 1990s, largely at the expense of cotton, policy-makers became concerned about the heavy
demands that larger paddy crops placed on irrigation water. GOE announcements of megarirrigation
projectsin the New Valey (Toshka) and Northern Sinai only heightened these concerns. In response,
the GOE and USAID designed benchmarksto coordinate and reduce water deliveries, over time, tothe
paddy crop through a two-pronged strategy of improving irrigation system efficiency and management
and introducing short-season, high-yieding paddy varieties.

Under APRP, palicy benchmarks related to the rice subsector have fdlen into five groups:

Table 2-1: Classification of Rice Subsector Benchmarksunder APRP

Tranches
Benchmark Category | | i v Total
Market Liberdization 2 2
Privetization of Public Rice Mills 2 1 1 4
Reduction of Tariff on Imports 1 1 2
Water Savingsin Rice Cultivation 2 1 1 1 5
Support Ingtitutions & Services 3 3 3 4 9

The benchmarks in the first four categories are directly related to the rice subsector. The benchmarks
in the fifth category, support ingtitutions and services, are not focused on the rice subsector as such but



are likely to have an indirect impact. This latter category includes benchmarks that are designed to
strengthen public provision of research and extension, irrigation advisory and support services, market
information, data collection, and policy andyss, as well as private sector advocacy (empowering
commodity export associations). In addition to the policy benchmarks, APRP has provided post-
privatization support to the Sx ESA rice mills in the form of workshops on management and employee
roles and responsbilities and corporate governance since late 1998.

2.2 Major Reforms Completed

Insuccessive verification reports, MV E considered many APRP benchmarksre ated to the rice subsector
to be fully accomplished. All of the benchmarks related to water savings and support ingtitutions were
considered accomplished, with the exception of the research and extension benchmarks, judged partidly
accomplished. Note, however, asagenera observation that public sector servicesto the rice subsector
(and other commodity subsystems) require further and significant strengthening.

2.2.1 Privatization of Public Rice Mills

Therice mill privatization benchmarksin Tranches | and 1 were judged partidly accomplished. GOE
privatization efforts of 1997 and 1998 were too little and too late, as massive private sector
investment in rice mills came on stream during the mid-to-late 1990s, quickly following the rice
market liberdization measures of APCP, and asthe GOE was dow to offer public millsfor privatization.
GOE faluretointerest private investorsin the public sector millsled the MPE to go the ESA privatization
route in 1998 and 1999, privatizing six milling companies

APRP/RDI has provided valuable post-privatization support to the ESA rice mills in 1998-2000,
requested by MPE. Its effect has been hard to gauge, however, given the intervention of the Rice and
Hour Mills Holding Company (RFM-HC) in the affairs of the ESA companies up to mid-December
1999, at which point it was merged into the Food Industries Holding Company.? What can be saidisthat
the sx ESA mills and two remaining public sector mills have operated well below ther large ingtdled
capacity during the past severd years. They aso have redundant labor whichisnot productively utilized.®
RFM-HC guaranteeing of bank loans to these mills in 1999/2000 enabled them to procure about haf a
milliontons of paddy for processing at pricesranging from LE 600 to 700 per mt, well above early season
1998/99 levels. Whether these millswere ableto mill thispaddy and dispose of it profitably wasan open
questionfor the 1999/2000 season. Thefact that the FIHC does not publish or release information about

! The MPE received afew private sector offers to buy public sector rice milling companies,
but they were judged to be inadequately low. Hence, no sales were consummated with private anchor
investors.

2 The Food Industries HC has not yet made public its strategy for managing the public sector
and ESA rice mills.

3 Note that the labor force has declined over time in the public sector and ESA rice mills, as
workers have retired, been re-assigned to non-milling enterprises, and been offered some early
retirement incentives.



the activities and ESA rice mills contributes to non-trangparency about the operations of a sgnificant
proportion of the rice milling industry.

2.2.2 RiceTariff Reduction

The tariff reduction benchmarks of Tranches!l and 111 were aso determined to be partialy accomplished.
The failure of the GOE to reduce the tariff in modest increments, as agreed in two Memoranda of
Undergtanding in successive tranches, was disgppointing. GOE inaction on this issue in 1998/99
contributed to the “rice crisis’ of April-May 1999, as a short 1998 rice crop led to stronger than usua
seasond price rises, evidence of scarcity. Had rice imports been allowed to enter a a duty lower than
20 percent, private importers would have imported medium-grain rice earlier than the summer of 1999
and mogt likely headed off the crisis (see Holtzman et d., 2000).

In February 2000, however, rice tariff reduction was back on the reform agenda. The Minister of
Economy and Foreign Trade requested information from APRP/RDI to support reducing thetariff to zero
percent on imported bulk and bagged rice. APRP is advocating that imports of specidty rice, such as
basmati and Uncle Ben's parboiled rice, remain subject to a 20% duty, since these are luxury items
destined for high-income consumers. The Minister of MEFT put thericetariff issue on the agendaof the
High Council of Customs Tariffs, which meets periodicaly under theleadership of the Ministry of Finance.
There is no evidence that the High Council has addressed the rice tariff issue, however.

2.2.3 Liberalization of the Rice Subsector

The benchmark caling for “complete liberdization of the subsector” in Tranche | was congdered nearly
accomplished, as a handful of exigting and potentid policy distortions remained. An export subsidy,
designed to benefit public millers, was put in place in 1997 and paid to exporters for rice exports during
the 1996/97 season.* Regulations regarding paddy and rice imports were not entirely transparent, and
many private sector operators perceived such importsto beillega in 1996/97 and 1997/98. Ricegrades
for the domestic and export markets diverged and could potentially makeit difficult to import cheaprice,
which has a higher proportion of brokens than most Egyptian rice (see Ouédraogo and Abdel-Rahim,
1997). Thedomestic grades, based on the higher quality output of public mills, were not redlly enforced,
as many smdl village millsand smdler-scale commercid mills produced lower qudity output, with ahigh
proportion of brokens (> 20%). There were dso dlegationsthat PBDAC regtricted private rice trader
access to credit (for working capita) and storage (of paddy) in its vast network of shona.

Three years later in 1999/2000 it appeared as if these same issues were dormant but potentia policy
problems. Rice imports were alowed in June/duly 1999, however, dthough such importswill only take
place under exceptiona circumstances—when domestic rice prices are unusudly high, asin the pring
and summer of 1999. PBDAC hasvery littleevidence of private traderstaking out loansto buy and store
rice, and no evidence of storage of paddy or rice by private traders as of late 1999. Grades remained
unenforced, but this created no particular problemsfor ricetraders, millers, or importers. The RFM-HC
announced on 3 October 1999 in Al Ahram that the public and ESA mills would mill paddy in large

4 MEFT sources report that rice export subsidies of LE 6.2 million were paid to exporters who
had paddy milled in public millsin 1996/97. The average subsidy was LE 50/mt of milled rice.
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volumesfor LE 35/mt, whichiswell below their real costsof operation. MV E lacks dataon whether any
traders or exporters took advantage of this discount.

2.2.4 Palicy Advocacy by the Rice Industry

APRP/RDI is providing support to commodity associations, including the nascent Rice Federation. The
Federation made atacticd error in trying to become legally approved, by the People' s Assembly, asa
Union, which requires a separate law. Thisis difficult to do and has been stymied. Under Law 153, it
isrelaively easy, however, to form an association or other NGO. If the Rice Federation were to drop
itsquest to becomeaUnion, it could be gpproved asatrade association quickly. An association hasless
power to influence prices and trade than aunion, but it can ill play a consultative and advisory role to
policy-makers, though in the case of rice, the Federation competes with the Rice Branch of the Egyptian
Federation of Industries.

Without forma gpprova of the Rice Federation as a Union, the rice industry should be able to advance
itspolicy and regulatory reform agendathrough the Agricultura Commodity Council, dthough the Council

covers a wide range of agriculturd commodities. Forma congtitution of the Rice Federation as a
registered trade association (with the Ministry of Socia Affairs) would beawe comedevelopment. Note
that there is a Rice Subcommittee of the ACC (see Amer Moussa and Aya Karim, 2000). This

subcommittee, comprised of exportersand millers, hasmet severd times, including oncea APRPin early

September 2000. The private rice industry provided input on the characteristics of different paddy
varieties, particularly related to appearance, millability and consumer acceptance, to MALR officids at

this mesting.

The Cereds Industry Chamber (Rice Branch) of the Egyptian Federation of Industries has made some
progressin trying to form a Rice Trade Association. A forma plan has been developed and reviewed
by an atorney. 1t would represent exporters and millers, but not producers, rice coops, or domestic
(only) traders.

® Note that even private sector commercia mills reported average operating costs of LE 37-
38/mt in 1997/98 and early 1998/99. If these private millers took investment costs into account, per
ton milling costs would be much higher. Public milling costs are clearly higher. Aslong ago as
1994/95, public sector milling costs were LE 59/mt and LE 95/mt for milling and polishing. (See
Ragaa El Amir et d., 1996).



2.3  Private Sector Responseto Reforms
2.3.1 Producer Response and Shiftsto Short-Season Varieties

APCP policy reformsthat permitted farmersto choose which cropsto grow alowed farmersto consider
ricein their summer crop mix. Area planted to paddy rose steadily from 1990 through 1997, followed
by adip in 1998 but record-high paddy areain 1999 and 2000. Egyptian farmersresponded to relaxing
and remova of mandatory deliveries by sdling an increasing proportion of their paddy to private traders
at negotiated pricesbeginning in 1992/93. Public sector mills, which offered lower fixed pricesfor paddy,
lost market share to private traders and millers, who procured the vast mgority of the commercidized
paddy crop by the late 1990s.

MALR and MWRI collaboration in introducing short-season rice varieties in six irrigation
command areasin the Delta has proved to befruitful. Producersin contiguousirrigation blockshave
had to coordinate planting and harvesting of the same short-season, high-yielding varieties in order to
economize on irrigation water. By cultivating short-season rice, farmers realize water savings of 13
percent on paddy. More importantly, Egyptian agriculture redizes condderable water savings a the
nationd level. The paddy harvest takes place 25-30 days earlier than for the older, longer-season rice
varieies. Thisdoesnot dlow for planting of another crop, such as vegetables, but it may enable earlier
planting of awinter crop, such aswheat, berseem or favabeans® At thenationd leve, short-seasonrice
was planted on 70 percent of the area cultivated to paddy in 1999.” These varieties have been rapidly
introduced since 1995, when they covered only 5 percent of total paddy area® The well-coordinated
introduction and diffusion of these varieties has been truly impressive and is alaudable success sory for
Egyptian agricultura research and extension.

2.3.2 PrivateInvestment in Rice Trading and Milling
As noted above, private entrepreneurs welcomed APCP reforms by investing enthusiastically in

paddy and ricetradingandinricemilling. There are estimated to be nearly 10,000 people working
in the private rice trader (see Rice Subsector Baseline Sudy). Entry barriersto rice trading are low;

® MVE has no evidence that the early harvest date for short-season rice varieties has enabled
farmers to plant the winter crop earlier.

" The short season rice varieties include Gizas 175, 177, and 178, as well as the Sakha series
(101-104). A short-season variety is defined as any variety maturing in less than 145 days, required
for Gizas 176 and 181. Gizas 171, 172 and 173 require 155 days to mature.

8 Two short-season varieties that did not figure prominently by the second half of the 1990s,
Giza 175 (125 days) and Philippino rice (IR 28, 125 days), were cultivated more widdly in the first half
of the 1990s. 1n 1990, they combined for 131,263 feddans, equa to 12.7% of the total area planted to
paddy. While areato these two varieties dropped steadily in the early 1990s, area to the popular long-
season varieties, Gizas 171 and 173, rose strongly from 1990 to 1995. Area planted to Giza 172 fdll,
but overall areato long-season varieties (Gizas 171, 172, 173, 176 and 181) went from 86.6% in 1990
t0 95.5% in 1995.



traders can rent transport and storage facilities, and they can rotate amodest amount of working capital
quickly (and minimize storage periods and costs). Trading on a larger scale and storing rice inter-
seasondly (over 4-8 months) require grester working capital over the short to medium term. Investments
in rice mills tend to be coglly long-term investments. Larger-scde commercid rice mills of 40 mt/day
capacity or more cost a least severa hundred thousand Egyptian pounds (for a minimal contingent of
cheaper Chinese equipment and building) and can cost well over one million Egyptian pounds (if
European or Japanese equipment is purchased, or a sortex-type of machine is added to a production
ling).° Medium-scaerice mills, generdly using Chinese and K orean milling equipment with some locally
fabricated sieves, pipesand storage bins, typically cost 30,000 to 100,000 LE. Smdl-scdevillagemills,
which typicaly use a sngle-pass, one processing step technology, cost far less, typically no more than
afew thousand dollars. Investmentsin dl three types of mills increased dramaticdly in the mid-to-late
1990s, with commercid milling capacity (large- and medium-scae privaie mills) growing fagter than village
mills dbeit from afar lower base. The largest increase in private sector milling capacity took place in
1995 and 1996, when 59.5 percent of capacity in place early in the 1998/99 marketing season (by
December 1998) was established.

24  Unfinished Business. Lower the Tariff on Imported Rice

The biggest risk to staying the agriculturd policy reform course in Egypt in recent years has been
perceived crisesthat lead to GOE back-diding. The cotton, fertilizer, and rice subsectorshave dl falen
victim to such crises and GOE counter-reform measures.

Therice crigs of the spring of 1999 had |ess negative consequences than the fertilizer crisis of 1995/96
and the on-again, off-again liberdization of cotton marketing and export since 1994/95. The high rice
pricesof April-June 1999 mainly affected consumers. Asrice pricesrose, poorer householdsmost likely
shifted their purchases of starchy staplesto baladi bread, pasta, potatoes, and cabbages. Commercid
rice millersand exportersfaced high into-mill wholesale paddy pricesand ex-mill whiterice prices, which
dowed down milling operations and led to avirtua shutdown of rice exportsby late May 1999.1° Smadll-
and medium-scde millers who do cusom milling for traders and producers, and who buy smaler
quantities of paddy on their own account for milling and quick sale (with minimal storage of themilled rice)
were less affected by the high paddy and rice prices, though their operations aso typicaly dow down by
May-June of the marketing year (7-8 months after harvest). Asmentioned earlier, alower tariff would
have permitted earlier import of Chinese or other medium-graderice, which would have dampened
pricerisesin the spring of 1999 and defused the crisis.

% Sortex is an English manufacturer of a high-end milled rice sorting machine that removes
brokens and immature and damaged grains. It costs upwards of LE 600,000. Cheaper Japanese
imitations cost a little more than half that much.

10 GOEIC rice export data show that exports as of the end of January 1999 were well ahead
of exports from the record export year of 1997/98 by the same point in the marketing season. The
comparative figures were 189,747 mt as of 30 January 1999 and 124,131 mt as of 30 January 1998.
At this point in the season, it appeared as if exports in 1998/99 would once again set a record.
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The 1998/99 rice marketing year was aso indructive in illustrating that government statements,
however well intended, can affect market psychology and behavior. Perceiving producer paddy
prices (and returns) to betoo low inthefdl of 1998, Prime Minister El Ganzouri proclaimed in December
1998 that paddy prices should be no lower than LE 600/mt, much to the distress of private traders and
millers.  This announcement, dong with a tightening of paddy supplies due to a short 1998 crop,
contributed to the stronger than normal seasond run-up in paddy and rice pricesin thefirst haf of 1999.
Another set of announcements, made mainly by former Minister of Trade Goudi about imminent and
massve rice saes to Indonesia (of 400,000 to 500,000 mt), also contributed to the rice crisis by
influencing market psychology. Although there are no data to confirm this hypothess, the export
announcements may have influenced traders to buy paddy for storage and later sale a higher prices.
These traders, hearing about GOE announcements of export orders that would double Egyptian rice
exportsin 1998/99 over therecord previous marketing year (409,200 mt in 1997/98), anticipated strong
export demand and strongly rising prices!! Clearly, the GOE's heart was in the right place, wishing to
protect producers with aminimum paddy price and to provide good news, during a period of continual
bleak news about the highly negative current account baance, about an impending export ded. Such
announcements can and do move markets, however, often with unfortunate and unintended
CONSequUENCes.

Theremaningtariff barrier of 20 percent, plusafive percent salestax and miscellaneousfeesamounting
to another three percent, provides a high level of protection to loca producers and millers. It aso
exaggerates or inflates the private, financial profitability of growing rice, ahigh water-consuming
crop, a the expense of other crops that likely have a higher socid profitability.’> Furthermore,
successively larger paddy crops during the 1990s, GOE ddays in privatizing public rice mills, and high
world prices during much of the second half of the 1990s of competing medium- and short-grain rices (of
comparable or better qudity) have led to an over-invesment in private milling capacity. The
exaggerated private profitability of paddy cultivation has induced excessive private investment
inricemilling capacity. Tariff barriers have protected loca producers and processors, alowing them
to operate less efficiently than they might if rice could be imported with no tariff or amodest tariff. The
greater potentid for imports, afforded by alower tariff, would dampen domestic paddy and rice prices,
leading to a(socialy desirable) reduction in areaplanted to rice, less (excessive and socidly undesirable)
invesment in rice milling capacity, and lower consumer prices for rice, which would benefit poor
consumersin both rural and urban aress.®

11 Private rice exporters were skeptical of the GOE announcements and realized that the
Indonesian Government was searching out the cheapest source of rice, which was not short-grain
Egyptianrice. Indonesiawanted to import rice at prices below $300/mt, which was well below the
level that Egyptian exporters were willing to receive

2 Area planted to cotton in 1999 fell below 700,000 feddans, the lowest level during the entire
20" century. It fell further to just over 500,000 feddans in 2000.

13 As discussed in the Rice Subsector Baseline Study (see Chapter 4), estimated per capita
rice consumption increased most markedly among consumers in Upper Egypt (both rural and urban)
and in metropolitan centers (Cairo, Alexandria) from 1990/91 to 1997. Expenditure easticities for rice
exceed 0.21 for al groups of Egyptian consumers, with the elasticity for rura consumersin Upper
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Under the scenario of increased imports, the imported rice would probably be cheap Chinese medium
grainrice or possibly achegp long grain dternative, such as Thai, Viethamese or other Asanrice. These
imports would likely be purchased by lower-income consumers, whose preference for higher-quaity
Egyptianrice would be muted by income congtraints, which would lead them to buy the chegpest source
of caories. Tracing this scenario toits logica conclusion, moderate levels of imports would dlow for
greater exports of high-quaity Egyptian rice (or at least maintenance of recent export levels of 300,000-
400,000 mt/year).

25 Levd thePlaying Fidd for Public and Private Millers

While the GOE delayed privatizing public sector rice milling companies, a huge private sector milling
capacity came on stream from 1995 through 1998. Totd private sector capacity in 1998/99 was
equivaent to 78.6 percent of total capacity, comprised of commercia mills (300), cooperative mills (5),
village mills (5,750) and tractor-powered mini-mills (2,200). Public sector milling cgpacity (including
public and ESA mills) in 1998/99 was estimated at only 21.4 percent of total milling capacity, whileit was
an estimated 88.2 percent of total capacity in 1989 (see Holtzman et d., 1999).

Capacity estimates are indructive in showing the volumes of paddy that mills could theoreticaly process
at very high utilization rates. Comparing capacity estimates for the ESA and public mills with actud
utilization (paddy throughput) show significant unused capacity. In 1998/99, these mills only operated
a 5.8 percent of their capacity. Capacity utilization for these mills was a least 29.7 percent in
1999/2000, assuming that the public sector and ESA millsmilled dl of the estimated 490,000 mt of paddy
that they procured in the first quarter of the 1999/2000 marketing season. The RFM-HC guaranteed
access to commercid credit for these public (and quasi-public) mills at the beginning of the 1999/2000
marketing season.

The public mills cannot compete with smaller-scale, less expensive, decentralized private mills,
which have significantly lower operating costs(LE 35-40/mt of paddy, in contrast to estimates of over
LE 100/mt for the publicmills).** If forced to compete without guaranteed access to credit and implicit
or explicit subsdies, most of the public and ESA millswould collapse. At this point, the public sector
mills provide redundant, unneeded milling cgpacity. Whilethear closure would represent a“loss’ of a
sgnificant earlier investment,® and over 9,000 workers would have to be reassigned or retired,’® the

Egypt being the highest at 0.33. Furthermore, expenditure elagticities were higher among poor
consumers than among non-poor consumers in both urban (0.32 vs. 0.17) and rura (0.40 vs. 0.23)
areas. Note that these findings are drawn from the EIHS conducted by IFPRI and the MALR and
the paper Patterns of Food Consumption and Nutrition in Egypt by Howarth Bouis, Akhter
Ahmed and Akila Hamza (1999).

14 Operating costs are in large part a function of the volume of throughout. Higher levels of
throughput lower per ton operating costs.

15 Nevertheless, sunk costs are just that--sunk costs. From an economic analysis standpoint,
sunk cost considerations should not guide future decision-making regarding whether or not to continue
a GOE processing operation. Socid and political barriers to mill closures ensure that they are
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public sector and ESA mills could go out of businesswithout adversdly affecting Egypt’ s capacity to mill
itspaddy crop. This statement can be made with confidenceif it isassumed that Egypt’ s paddy crop will
not exceed 6.0 mmt per year.'” Esimated private sector milling capacity wasjust over 6.0 mmt per year
in 1998/99.

Early indicationsfrom the merging of the Rice and Flour Mills Holding Company into the Food Industries
Holding Company, which took place in December 1999, are that no quick decisions will be made
regarding the fate of the public sector rice milling companies. Having embarked on the ESA privatization
path, the GOE, as the mgor shareholder (through the HC), will likely intervene to keep its investment
operating. If the HC guarantees finance, as in 1999/2000, enabling the public and ESA millsto buy at
least hdf amillion mt of paddy per year, this will affect the private sector by reducing the utilization rates
of private mills and depressing profitability in the indudtry.

2.6 Interactions Between Guaranteed Credit to Public Mills and Potential Negative

Consequences of Tariff Reduction

Continuing to support the operation of the public sector mills may makeit more difficult to lower therice
tariff, because this could lead to some closures of less efficient private mills. Some underutilized, larger
commercid mills, are dready at financid risk. Removing the tariff completely could lead to mill
closures and layoffs. In acountry where un- and under-employment are chronic problems, the latter
consequence (layoffs) isanathema. Theformer consequence (mill closures) would send anegativesgnd
to private investors, who made their investment decisons behind a high tariff wal, with the expectation
that the tariff would remain a the same leve, and to prospective investors, who could anticipate lower
returns on milling than under tariff protection.

From an agribusinessinvestment standpoaint, it would have been far moretimely to lower thetariff onrice
during the early to mid-1990s, before or near the beginning of the period of most intensive private sector
invesment. This tariff reduction and the threat of foreign competition could have moderated private
investors enthusiasm and restrained investment to a more sustainable and manageable level. Nationd
rice milling capacity would not have become so inflated as it had become by the end of the 1990s.

considered, however.

16 Employment in the public sector and ESA rice millsis less than 9,800 workers and
declining. Maintaining employment is akey strategic consideration in privatization decision-making of
the GOE, but it is noteworthy that public sector employment in rice milling is only afraction of textile
industry employment (5.6% of the 173,325 workers in public sector textile manufacturing companiesin
1996/97). Tota public rice mill workers are less than the employment of severa large individual
spinning and weaving companies, such as Misr Mehalla and Kafr El Dawar Spinning and Weaving

Company.

7 The paddy crop of 1999/2000 was 5.6 mmt, a record crop on record area planted. The
GOE dtrategy was to reduce area cultivated from the summer 1999 level of 1.56 million feddans.
Preiminary estimates of the 2000/01 paddy crops are as high as 6.3-6.5 mmt. Most observers think
that the paddy crop will be much smaller in 2001, as low producer prices early in the 2000/01
marketing season will encourage farmers to shift to cotton or another crop.
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Hence, the timing of tariff reduction could have important implications for the sequencing of policy
reform.’8

2.7  Concluding Comments

This section on rice market liberdization argues that the process is not quite complete; GOE
announcements of minimum paddy prices and planned exports to Indonesa—which failed to
materialize—tended to destabilize the domestic rice market in 1998/99. The GOE's decison not to
reduce the tariff in APRP Tranches Il and 111 aso contributed to the wdl-publicized rice crisis of May-
June 1999. In addition, Holding Company brokering of financefor the six ESA millsand two public mills,
which bought large quantities of paddy in the fdl of 1999, made privatization of the ESA millslook like
ahollow exercise. Findly, thereis no evidence to date that the merging of the RFM-HC into the Food
Industries Holding Company will leed to any quick or clear decisons regarding the fate of the remaining
two public sector rice mills or any indications of how that HC will manage the sx ESA mills. The
continued operation of the public and ESA millsat 1999/2000 levels of capacity utilization in future years
could put financid pressure on some private sector mills, lowering their profitability and forcing some
closures.

18 The delay in privatization of the public rice mills raises another important sequencing of
liberdization and privatization issue. |f agovernment liberalizes, alowing for private sector entry, but
waits too long to privatize, leading to significant private investment that replaces idled public sector
processing capacity, it becomes increasingly difficult to privatize that public sector capacity. Asa
corollary to this, the longer public sector mills (of any type) remain idle, the lower the probability that
this capacity (or most of it) will ever be re-operated.
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3. COTTON/TEXTILE SUBSECTOR

3.1  Summary of Benchmarksunder APCP

Under APCP, there were 29 benchmarks directly related to cotton (see Goldensohn, 1998) and six
othersindirectly related to cotton:

? 1 free market benchmark, caling for cotton and other farm prices to more closely approach
shadow prices

? 4 cotton pest management and control benchmarks

? 1 related to genera redtrictions on cropping patterns

3.1.1 Raising Producer Prices(and I ncomes)

The benchmarks directly related to cotton were focused on raising producer prices closer toworld prices
and increasing chargesto farmersfor cotton pest control (provided by the GOE) from Tranches| through
V1. The GOE did succeed in increasing prices and returns to cotton growers from 1986/87 to
1995/96, as shown by MALR estimates®® Real producer prices per seed kentar nearly doubled from
LE 98.7in 1986 to LE 188.2in 1996.2° Net revenues per feddan rose, in real terms, more than four
timesfrom LE 204 in 1986/87 to LE 833 in 1996/97. With the exception of 1994/95, redl returnsto
cotton production were high, relative to the 1980s, from 1992/93 through 1997/98. In 1998/99,
however, red returns collapsed to late 1980s levels.

In raising prices, the GOE ended up subsidizing cotton growers by 1996/97. By 1994/95 seed
cotton producer priceswere 90 to 94 percent of lint cotton equivalent export prices. By 1996/97, seed
cotton prices paid to producers were above lint cotton equivalent export prices by 7 to 34 percent,
depending on the variety grown (see Holtzman with Mogtafa, 1998). This resulted inamassveincome
trandfer, through high producer support prices, from the GOE to growers, equivaent to at least 1.2 billion
LE during two seasons—1996/97 and 1997/98 (see Table 3-1).

In convincing the GOE to move away from the low seed cotton producer prices that characterized the
1980s, APCP indirectly encouraged the floor price concept. The GOE miscdculated in early 1996 in
announcing high support prices before planting and before world markets took aturn from exceptionaly

1 The MALR data for gross and net returns to growing crops are estimates prepared by
MALR. They are not generated annually through sample surveys and hence should be interpreted
with caution. Nevertheless, they are based on synthetic crop budgets (averaged across farm types
and sizes) and indicative. Note that an important Tranche IV policy benchmark of APRP isfor
MALR to improve data collection and analysis of crop production costs and returns.

20 Real prices and returns are calculated by deflating the series, using the wholesale producer
price index, where 1986/87=100. In other words, real prices and returns are expressed in 1986/87
constant prices.
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high lint (export) prices to much lower price levels. After having proclamed high producer prices for
1996/97, it became paliticaly impossible to renege and later announce a lower

Table 3-1; Calculation of Subsidies Paid to Producers of Seed Cotton,

1995/96 to 1999/2000
. . 1997/98
Price/Cost Category Unit 1995/96 1996/97 1998/99 [1999/00

Exchange Rate LE/$ 3.38 3.39 34 341 342

Giza 75 Price to Farmers L E/seed 500 500 500
kentar

Giza 86 Price to Farmers L E/seed 500 500 500 379 363
kentar

Lint Cotton Export Price Hb. $1.10 $094| $089| $100| $0.92

Fobbing Cost $b. $0.14 $0.14 $014| $012| $0.10

Spinners Price Hb. $0.96 $080| $075| $0838| $0.82
$kg. $2.12 $1.76 $165| $194| $181
Hlint kentar  [$10582 | $88.18| $82.67 | $97.00 | $90.39

Into-Spinning Mill Lint Price LE/lint kentar 357.7 298.9 281.1| 3308 309.1

(441 decreed)

Export Price $kg. $2.43 $2.07 $196 | $220| $203
Hlint kentar  |$121.25 | $10362 | $98.11 ($110.23 |$101.41

Ex-Gin Lint Cotton Price LE/lint kentar 409.8 351.3 3336 3759 346.8

Fixed Marketing Allowances LE/lint kentar 59 59 59 60 50

Domestic Price (farmgate) LE/lint kentar 350.8 292.3 2746 3159 296.8

Adjust for Ginning Out-turn, 115% |L E/seed 403.5 336.1 315.7] 3636 3473
kentar

Value of Seed & Scarto L E/seed 79.0 79.0 65.0 62.5 56.9
kentar

Vaue of SC at Farm Leve LE/seed 482.5 415.1 380.7 426.1| 404.2
kentar

Subsidy to Farmer LE/seed 175 84.9 119.3 471 -41.2
kentar

Size of Seed Cotton Crop Mill. seed 4.062 5.700 5842 3985 4.091
kentars

Total Cost of Subsidy Million LE 71.2 483.9 696.7 0.0 0.0

Sources. CIT-HC, ALCOTEXA, Various reports by R. Krenz et a., 1997 to 2000
Notes. 1) The benchmark variety to 1997/98 was Giza 75. It became Giza 86 as of 1998/99.
2) Calculation of the total subsidy cost is crude, because it assumes the entire crop was one variety.
3) Ginning out-turn is 115% for dl years, except 1999/2000, when it was 117%.
4) The Giza 86 producer pricefor 1998/99 isfor grade G/FG, whileit wasfor grade Good+1/8 in 1999/2000.
The 1998/99 price was higher than the average attained by growers, most of whose cotton was not graded
G/FG. The 1999/2000 price is more redlistic, reflecting the average grade.
5) The Giza 75 producer price was for grade good in 1995/96 & 1996/97, and for grade G/FG in 1997/98.
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6) The fixed marketing allowance does not necessarily reflect real marketing costs. It probably reflects
gpproximate marketing costs of public sector trading companies (plusamark-up), though private companies
are likely able to perform marketing services at lower costs.

support price. Once the high floor prices had been announced and later paid to producersin 1996/97,
the GOE found it difficult to reduce those floor prices very much in successive years. In 1997/98,
domestic seed cotton prices remained equaly high relaive to world prices due to continued high floor
prices, which were adjusted downward marginaly through raising the grade and out-turn required for
growers to receive the same levels of prices asin 1996/97. Yet in 1998/99, prices to farmers were
reduced to the point where the subsidies were removed. Seed cotton prices were calculated based on
opening ALCOTEXA lint export pricesin September 1998. Farmer dissatisfaction with low returnsin
1998/99 led the GOE to announcethat it would pay seed cotton prices equivaent to 1998 in 1999/2000,
eventhough world market conditions had further deteriorated and international priceswere soft. Thisled
to the need to subsidize domestic producers again, and the GOE announced that LE 200 million was
earmarked for the Cotton Stabilization Fund. The actua magnitude of the subsdies will probably be
approximately LE 61 million in 1999/2000.28 While this sumis small compared to the subsidies paid in
1996/97 and 1997/98, it is not inggnificant.

3.1.2 Reducing GOE Subsidiesto Farmerson Pest Control

The GOE wasless successful in accomplishing benchmarksrelated to the cotton pest control chargesthat
were designed to phase out and eventudly diminate the government subsidy to growers. In the firgt
Tranche VII report, Krenz (June 1995) reported that the total subsidy costsrose from LE 155.2 million
in 1990 to LE 215.0 million in 1992, remained near LE 200 million in 1993, and then dropped back to
LE 152.3 millionin 1994. By 1996, chargesto farmers had increased by 2.5 timesfrom LE 18.6 million
in 1993 to LE 47.25 million. The magnitude of the total subsidy fluctuated from 1993 to 1996 but
declined little. 1n 1996 the subsidy wastill LE 190.25 million, or LE 201.3 per feddan. The pest control
charge to farmers was LE 50/feddan from 1994 through 1996. The subsidy had therefore not been
phased out even by the first year (1996/97) of APRP.

Although the GOE increased the charge to farmersfor pest control servicesto LE 100/feddanin 1997,
this fell short of the GOE's stated intention to collect the full cost of aout LE 250/feddan for these
sarvicesfrom farmers. 1n 1998, the GOE covered the entire cost, equal to LE 300/feddan, of providing
pesticidesto cotton producers, dthough it had announced early in the season that it would chargefarmers
one-third of thiscost (or again LE 100/feddan, asin 1997). In 1999 and 2000, the GOE did charge one-
third of the cost of providing pesticide services, equivaent to LE 100/feddan. The medium-run GOE
intention gppears to be to maintain a subsidy on pest control equivaent to LE 100/feddan, even though
returns to cotton production increased significantly in 2000, due to high seed cotton prices.

3.1.3 Trangtion to APRP

21 The MALR announced in mid-February 2000 that LE 250 million be made available for
paying producer subsidies in 2000/2001 through the Cotton Stabilization Fund.
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Tranche VII of APCP (1995/96) had no fewer than seven overdl benchmarks (with 15 sub-
benchmarks), covering liberaization of seed cotton domestic marketing and internationd lint trade, aswell
as cotton ginning, eimination of pest control subsidies and private sector competition in providing pest
control services, and grower freedom to choose area planted and choose among registered cotton buyers
(public or private). Tranche VII of APCP paved the way for a shift in emphasis on cotton marketing,
internationd trade, and pricing that characterized cotton benchmarks during the first three APRP
Tranches. Thefirst benchmark of Tranche | of APRP was to re-verify that the 7 Tranche VII APCP
benchmarks were being met for the 1996/97 crop.
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3.2  Summary of Benchmarksunder APRP

Exduding there-verification of APCP Tranche VII benchmarks (APRP 1.A1), policy benchmarks under
APRP reated to the cotton and textile subsector have falen into five mgor groups (plus one “other”
category), shown in Table 3-2. The two most prominent categories are cotton market liberdization (5
BMs) and privetization and pre-privatization ass stance to the textile industry (11 BMs). Pre-privatization
assistance could perhaps be separated out as a distinct category, involving studies, privatization plans,
inventory reduction a public textile companies, debt resolution, and development of leasing and
management contract guiddines (7 BMs). Other categories include yarn import tariffs and yarn export
pricing, phytosanitary restrictions on lint cotton imports, and promotion of short-staple varieties.

Table 3-2: Classification of Cotton/Textile Subsector Benchmarksunder APRP

Tranches
Benchmark Category | | N v Total
Cotton Market Liberaization 2 2 1 5
Privatization of Public Textile 5 3 3 11
Companies (and pre-privatization
assstance & restructuring)
Yarn Import Tariffs & Export 2 1 1 4
Pricing
Phytosanitary Redtrictions on Lint 2 1 1 4
Cotton Imports
Short-Season & -Staple Varieties 2 1 1 4
Other: Create New Ginning & 1 1
Spinning Industry Jobs
Subtotal: Directly Related BM s 13 8 7 0 29
Pest Management 1 1 2
(Acid) Seed Ddlinting 1 1
Support Indtitutions & Services 3 3 3 4 9

Asinthe case of rice, benchmarksin the category “support institutions and services’ are not focused on
the cottonvtextile subsector as such, but are likely to have an indirect impact. These benchmarks cover
research and extension, policy analyss capability, market information, irrigation advisory services, and
associion strengthening.
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3.3 Maor Reforms Completed

The record for liberalization of the cotton subsector under APRP is mixed, and this is reflected in
successive verification reports of the MVE Unit. The following subsections discuss progress to date on
different aspects of subsector liberdization and privatization to date.

3.3.1 Short-Season and Short-Staple Varieties

Accomplishment is highest for this category, as 3 of 4 benchmarks were achieved. The progress
made in this areawas dowed during Tranche [11 (benchmark D6) when the GOE did not dlow private
sector companies, farming remote land, to import hirsutum cotton varieties for testing on those lands.
Upland cotton seed from the U.S. was imported into Egypt, with APRP and CSPP assistance and
funding, but it remained at ARC without being planted in 1999. By February 2000, progress had
resumed, as Minister Y oussef Wally ingtructed the Cotton Research Ingtitute (CRI) of ARC to carry out
tridson hirsutum cotton varietiesin the New Valey. Onerow of upland cotton (a Texas variety) was
planted as an observation plot by ARC a Abu Simbel in mid-February 2000 and harvested in late
Juneg/early July 2000. No test data are available, but CRI plans to do another trial of severd MVE
hirsutum cotton varieties in 2001. CRI maintains numerous types of imported hirsutum cotton
germplasm for these tedts a its Gizafacility.

APRP/MVE will continue to monitor progress in these trids and in alowing private growers and
companies to test hirsutum varieties under field conditions outsde the Old Valey. CRI offidds ings
that hirsutum be planted outsde the Old Vdley, awvay from barbadense varieties, to avoid contamination
of bar badense seed and cotton lint. They notethat somefarmersin Sohag and Assiut il grow hirsutum
varidties, because they have observed its larger bolls than barbadense; barbadense varieties have a
larger number of bolls per plant, however.

There have aso been some trids of barbadense cotton in the New Vdley Governorate. The
Horticulturd Services Unit sowed 100 feddans of Giza83 in East Oweinyat during the summer of 1998.
Thiswas an extremely hot year and nothing was harvested. Giza 90 was planted by Dabbah (ATICOT)
on six feddans in Farafra; Dabbah obtained 11 seed kentars per feddan. Last, a U.S. based trading
company, First Atlantic, has expressed aninterest to MALR in planting 50,000 acres of Gizas 80, 83 and
90 near Abu Smbed.

3.3.2 Phytosanitary Regtrictionson Lint Cotton Imports

Considerable progress has been made on clarifying and better specifying phytosanitary criteriafor
imports. Both BMs were accomplished in Tranche | and follow-up BMs in Tranche Il and Il were
nearly accomplished (strong partid accomplishment). GOE phytosanitary regulations need to be
disseminated more broadly, via a public medium (e.g., newspaper), to prospective private importers.
Furthermore, the criteria for assessng phytosanitary risk have not yet been daborated by the
MALR/CAPQ, dthough APRP/RDI and CSPP made good progress in outlining these criteriain a
conaulting report (see El-Sharkawy and Joseph, 1999). Asof summer 1999, the GOE intended to make
one or more vigitsto cotton-producing countries, such asthe Southeastern U.S., Syriaand Turkey, that
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are candidates for risk assessments. These visits were not made in 1999 nor in the summer of 2000.
GOE specidigsin plant pathology, entomology, and plant quarantine need to visit prospective supplying
countries during their growing, harvesting and ginning seasons to observe potentia pest problems.
APRP/RDI offered to provide technica and financid support for any country vists, but there appeared
to belittle MALR interes in following up on this.

Although progress appeared dtdled a the officid levd, imports of cotton lint were sgnificant in
1999/2000 and will be larger during 2000/01. The Holding Company imported 16,000 mt of Greek
medium-staple cotton lint in 1999/2000, as well as 15,000 more mt in 2000/01. The HC has aso
concluded negotiations to import 20,000 mt of lint from Syria over a severd-month period (December
2000 to February 2001), which may be followed by additiond importsif the domestic soinners require
more imported lint. Greek and Syrian lint is subject to double fumigation and MALR/CAPQ ingpection
at both points of fumigation (source and Alexandria). Despitethe high cost of these fumigeations, imported
lint is delivered to the spinning factory gates at congderably lower cost than the domestic long staple
cottonlint. Domestic spinnersare currently negotiating with the MAL R-led committee on cotton pricing
to receive dl domedtic lint a Giza 80/83 prices.

Sudanese acala has higtoricdly been imported with less difficulty and cogts than other foreign growths,
but imports were banned in July 2000 after over 100,000 lint kentars were imported in 1999/2000.
There are rumorsthat this ban will soon belifted. The ban wasimposed ostensibly due to phytosanitary
problems, particularly “black arm” disease, which could be tranamitted to the Egyptian cotton crop. An
MALR mission of specidigs (from CRI, CAPP, CAPQ) was sent to Sudan to evauate this problem in
the firg haf of November 2000. MALR isawaiting their report. Acala can aso become sticky,which
is caused by the secretions of the whitefly. This stickiness can leadsto problemsin spinning. Thereis
no evidence of boll weevil in Sudanese cotton. Single, as opposed to double, fumigation is required.

3.3.3 Private Sector Participation in the Seed Cotton Trade

Other categories of cotton BMs proved more difficult to achieve. Two BMsunder market liberdization
were judged to be partialy accomplished in Tranche 11 (1997/98) and barely accomplished in Tranche
111 (1998/99). While private sector participation in seed cotton marketing wasamost nil in 1996/97 and
limited in 1997/98, resulting in ddivery of only 0.1% and 5.1% of total seed cotton to the gins, it
increased significantly in 1998/99 (to a least 19.6%).22 Sixty-six of 73 tradersin an MVE sample survey
of private seed cotton buyers participated during the 1998/99 marketing season and supplied 93,732
seed kentarsto larger buyers, mainly private companies (see Holtzman and Mostafa, 1999). Data for
the 1999/2000 season show that the private sector share, asmeasured by deliveriesto thegins, increased
to 44.7% (see Krenz and Mogtafa, 2000). CIT-HC data show that 18 private companies (including

22 Aggregate CATGO data, supplied to MVE in the fall of 1999, show that private companies
supplied 19.6% of total seed cotton to the gins. Data obtained from CIT-HC in February 1999,
athough not representing the full ginning season, suggest that private sector deliveries were a higher
proportion of total deliveriesto the gins (28.1%).
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EMEPAC)* bought seed cotton and delivered it to the gins in 1999/2000, up from 11 companiesin
1998/99. The increase in the number of private companies ddivering to the gins is a pogtive
achievement, dthough the quantitiesthat some delivered were modest. Notethat thelargest three private
buyers-Modern Nile, Tanta Cotton Company, and Nile Ginning--purchased 67.8 percent of the
privately bought seed cotton in 1999/2000 (excluding EMEPAC). Thisisdightly less concentrated than
in 1998/99, when the Modern Nile group bought 60 percent of the privately purchased seed cotton.?*
With EMEPAC? included in those calculaions, the private share of Modern Nile was 53.4 percent in
1998/99 and 57.8 percent for the top three buyers in 1999/2000.

Despitethisgreater private sector participation, privatetrading companiesassert that the Cotton
and International Trade Holding Company limited their accessto PBDAC salesringsin 1999/2000
and againin 2000/01. Krenz and Mostafa (2000) estimated that private trading companies requested
twice as many sales rings as they received in 1999/2000. While these companies may have st ther
requests high in order to end up with an acceptable number of rings, it appears as if the private sector
could have expanded its share further in 1999/2000 &t the expense of the public sector trading and ginning
companies. The CIT-HC, who assigned the saes rings in 1999/2000, appears to have been protecting
the interest of these public sector companies. Itisaso dleged that the Holding Companiesingtructed the
public sector trading companiesto give preferencein delivering seed cotton to the three remaining public
sector ginning companies. If true, thisis a least implicit evidence of adminidrative dlocation of seed
cotton, which supposedly had disappeared by 1996/97.

Expanded private sector deliveries of seed cotton to the ginsis good news, but it must be understood in
the context of ahighly regulated procurement system. The GOE continuesto adhereto a policy of one
official buyer per sales ring, and most of the cotton is bought at PBDAC-run rings or at
cooperative collection centers (94 percent in 1998/99 and an etimated 95 percent in 1999/2000).%

23 EMEPAC is nominally private, though it is run by the ARC's Horticultura Services Unit. It
had an exclusive arrangement with the MALR in 1999/2000 to buy seed cotton from contract
producers growing cotton for planting seed. Unless noted, EMEPAC' s purchases are excluded from
the private sector share.

24 The overall share of the Modern Nile group in total seed cotton buying (public and private
companies) in 1998/99 was 15.2%, and the three largest private buyers combined for a 20.2% market
share. This same share of the three largest private sector buyers in 1999/2000 was 25.4% (and
14.0% for the Modern Nile group.

25 EMEPAC bought 255,277 kentars of seed cotton in 1999/2000, over double the amount
purchased in 1998/99— 123,435 kentars. Given its public sector ownership, MVE does not consider
EMEPAC as a private cotton trading company.

26 Holtzman and Mostafa (1999) estimates that 197,335 seed cotton kentars were collected
directly from producers and small traders, outside of PBDAC sdesrings, in 1998/99. Krenz and
Mostafa (2000) estimate that this declined to 167,556 kentars in 1999/2000. Adding in 30,000 kentars
for purchases by and for dawalib ginners yields 197,556 kentars purchased outside of PBDAC sdes
rings and coop collection centersin 1999/00. The estimate for the 1998/99 marketing season does not
include any estimate of deliveriesto dawalib.
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Although cooperatives do not function in the sameway as PBDAC salesrings, producer pricesarefixed
at both the collection centers and rings, based on grade and ginning out-turn,. Thereisno bargaining over
prices or haggling over grades. Producers may have alittle choice in where they chooseto deliver their
seed cotton, but these decisions are not made onthe basis of price or services. Ease of accessto rings
and the perception that private traders who buy outsde salesrings pay more quickly than sdesringsare
key congderations affecting producer choice of saes venue. Producer tactics to delay PBDAC or
cooperative |loan payments aso affect where producers sell. If aproducer has taken out a PBDAC or
coop loan, he may choose not to bring his seed cotton to a saes ring run by PBDAC or to the
cooperative, because he doesn't want any deductionsfor production credit made from hissalesreceipts.
Having taken a production loan from PBDAC, a producer may deliver to a coop collection center, or
viceversa

As long as ALCOTEXA continues to fix lint cotton export prices for an entire season, making
marginal adjustments downward (1998/99) or upward (1999/2000) |ate in the marketing season,
producer prices will continue to be set by GOE committee and implemented by CATGO. The
rationde for thisis that it keeps the margin constant between seed cotton procurement and lint cotton
export prices, thereby making the operations of public sector trading companies as transparent as
possible and protecting them from financia losses (or managers from claims of fraud) caused by adrop
in export prices.?’” Aslong asthe public sector companies continue to dominate the seed cotton trade
and export marketing,? this rigidity in seed cotton pricing will be the rule. This being said, there is
increasing evidence over time, particularly in 1998/99, of small traders buying seed cotton from farmers
outside of slesrings at lower prices than those paid at PBDAC sdlesrings® The price discounts are
linked to and congtrained by thelevel of pricesset by CIT-HC, however. Discounts stay within anarrow
range, set by trangport and handling costs, a modest return on assembly by the trader, and the risk that
the grade that asmall trader assignsto the seed cotton he buys turns out to be higher than justified after
ginning, once the out-turn ratio is known and CATGO graders have given afind grading to the lint.

One positive development during the past couple of years has been the emergence of a few
medium-size cotton trading companies as competitors to the Modern Nile Group, Nassco and

27 |f a public sector company buys most of its seed cotton at a high price during the three
months after harvest, and then the export price is adjusted downward during the period required to
transport, gin, and prepare the cotton for export, the company will incur a financial loss on the export
sde. Thisis because the fixed marketing charge, set by the CIT-HC and already minimal, will be
insufficient to cover real marketing costs. Note that this fixed charge was lowered from LE 60/seed
kentar in 1998/99 to LE 50/kentar in 1999/2000.

28 The public sector shares were 71.9% of total seed cotton purchases and 74.9% of export
shipments in 1998/99, and 55% of seed cotton purchases and 84.5% of export commitments for
1999/2000.

29 Based on a detailed breskdown of seed cotton purchases by large trading companies in
1998/99, MVE estimated that these companies bought 190,085 kentars directly from traders, brokers
and farmers and 50,000 at gins. The November 1998 survey of small- and medium-scale seed cotton
buyers showed that these traders bought 93,732 kentars of the 1998 crop outside of sales rings.
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Nefertiti, the dominant three private exporters from 1996/97 through 1998/99.° Table 3-3 showsthe
shares that private sector buyers of seed cotton supplied to each private company in 1998/99 and
1999/2000. Tanta Cotton Company purchased 250,692 seed cotton kentars in 1999/2000, up
sgnificantly from 91,398 kentars in 1998/99, making it the second largest private sector buyer. Tanta
purchased nearly al (88.6%) of its seed cotton in 1998/99 directly from growers and brokers, whilethis
proportion declined to 41.6% in 1999/2000. It bought from 24 PBDAC sdesrings in 1999/2000, as
opposed to only four in 1998/99, and it recelved 22 sdes rings in 2000/01. ATICOT, which bought
25,000 kentars of seed cotton a five PBDAC sdesringsin Upper Egypt beginning in 1997/98, expanded
its operationsin 1998/99 to the Delta and purchased 70,580 kentars of seed cotton from cooperatives
(30,000), directly from producers and smaller traders (16,017),3! and eight PBDAC sdesrings. In
1999/2000, ATICOT again increased its purchases of seed cotton to 108,248 kentars at 19 PBDAC
saesrings (57.7% of total purchases), from cooperatives (35.5%), and directly from growers (6.7%).
In 2000/01, ATICOT was only allocated 10 sales rings, which will cut its purchases of seed cotton
through PBDAC rings by a least 50%.% El Mabrouk is another medium-size firm?® that bought seed
cotton in 1998/99 (25,603 kentars) and 1999/2000 (39,297 kentars), taking 7 and 13 PBDAC rings
repectively. El Watany and El Attar (Benha) are two other private sector participants, having bought
36,293 and 30,289 kentars respectively in 1999/2000.

From Table 3-4, we can see that tota private sector seed cotton purchases were 48.7 percent greater
in 1999/2000 than in 1998/99. This was comprised of 61.0 percent greater purchases through an
expanded number of salesrings, 207 as opposed to 149, and nearly double the volume of purchasesfrom
cooperatives (94.9% increase). Estimated purchases directly from producers and other traders (small-
scale assemblers) declined 31.8 percent from 1998/99 to 1999/2000, athough the difference is less
pronounced if we exclude purchases by the Modern Nile group a its Arab Ginning Company ginsin
1998/99. Comparing 1998/99 to 1999/2000, the proportion of seed cotton bought at PBDAC ringsand
from coopsincreased in 1999/2000, while it declined for purchases outside the rings.

In addition to seed cotton buying by private trading companies, four spinning companies aso bought
158,042 kentars of seed cotton in 1999/2000. Three of these companies were public (Misr Mehalla,
Ddta S& W, Dakhdia S& W), while one was ajoint investment company (MISR-Iran).

30 The combined shares of these three private exporters (of total export shipments) were
97.2%, 95.0% and 80.0% during the last three completed export seasons. As of 20 September 2000,
these three exporters had received 79.7% of export commitments made to private exporters.

31 Note that ATICOT ran two of its own rings, a which little seed cotton was purchased.

32 Most observers anticipated that a higher proportion of seed cotton will be purchased outside
PBDAC rings in 2000/01, given a short crop and upward pressure on prices.

33 The Mabrouk group of agribusiness and trading enterprises is one of the largest
agribusiness conglomerates in Egypt. The cotton company is one of about half a dozen major
enterprises. Mabrouk is aso the largest private sector rice miller in Egypt, the number three rice
exporter, and an important exporter of potatoes.
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Table 3-3: Seed Cotton Purchases by Private Sector Companies, 1998/99
(in seed kentars, unless noted otherwise)

1998/99
Company Total SK | Shareof No. of No. SK Ringsas No. SK Coopsas |SK Outsde | Ex-Rings
Private Rings Rings % Total Coops % Total Rings as% Tot.
Modern Nile Group 609,705 59.9% 81 248,590 40.8% 282,711 46.4% 78,404 12.9%
Nile Ginning 111,382 10.9% 37 108,221 97.2% 3,161
NASSCO 36,243 3.6% 8 34,607 95.5% 1,636
Nefertiti Group 18,150 1.8% 0 18,150 100.0%
Tdat Harb 0 0
ATICOT 70,580 6.9% 10 24,563 34.8% 30,000 42.5% 16,017 22.7%
Tanta 91,398 9.0% 4 10,377 11.4% 81,021 88.6%
El Mabrouk 25,603 2.5% 7 18,573 72.5% 7,030 27.5%
El Watany 31,693 3.1% 0 31,693 100.0%
Benha (El Attar) 9,654 0.9% 2 6,681 69.2% 2,973 30.8%
B Dawlia 0 0
Abdd Rahman 0 0
Other Private 13,000 1.3% 0 13,000 100.0%
Total 1,017,408 100.0% 149 451,612 44.4% 312,711 30.7% 253,085 24.9%
EMEPAC 123,435 123,435 100.0%

Sources: CIT-HC, MVE interviews with cotton traders.

Notes: 1) Other Private trader seed cotton purchases include an estimated 7,250 kentars supplied by MVE sample traders to public sector cotton
companies, as well as an estimate of what small traders outside the MV E sample supplied to public companies. Thisisarough
estimate of what dawalib bought.

trading
estimate. Thereisno

2) Note that 49,350 kentars purchased by the Modern Nile group at its gins (Arab Ginning Company) were included in the 79,054 kentars that

Modern

Nile bought outside rings.
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3) MVE does not consider EMEPAC to be a private company, as the Horticultural Services Unit, a public agency, owns a controlling share.

Table 3-4: Seed Cotton Purchases by Private Sector Companies, 1999/2000
(in seed kentars, unless noted otherwise)

1999/2000
Company Total SK | Shareof No. of No. SK Ringsas No. SK Coopsas | SK Outsgde | Ex-Rings
Private Rings Rings % Total Coops % Total Rings as% Tot.

Modern Nile Group 552,795 37.5% 78 273,013 49.4% 279,061 50.5% 721 0.1%
Nile Ginning 197,294 13.4% 10 48,075 24.4% 149,199 75.6% 20
NASSCO 99,220 6.7% 26 99,093 99.9% 0 127
Nefertiti Group 28,620 1.9% 3 0 0.0% 16,265 56.8% 12,355 43.2%
Tdat Harb 73,546 5.0% 13 39,183 53.3% 26,613 36.2% 7,750 10.5%
ATICOT 91,209 6.2% 19 45,656 50.1% 38,486 42.2% 7,067 7.7%
Tanta 251,120 17.0% 24 75,444 30.0% 72,499 28.9% 103,177 41.1%
El Mabrouk 39,204 2.7% 13 28,935 72.2% 0 10,269 26.2%
El Watany 37,080 2.5% 0 0 36,877 99.5% 203
Benha (El Attar) 30,144 2.0% 6 28,450 94.4% 0 1,694 5.6%
El Danlia 22,668 1.5% 7 22,668 100.0% 0 0
Abdel Rahman 17,066 1.2% 5 17,066 100.0% 0 0 0.0%
Other Private 35,797 2.4% 3 11,624 32.5% 0 24,173 67.5%
Total 1,475,763 100.0% 207 689,207 46.7% 619,000 41.9% 167,556 11.4%
EMEPAC 255,277 45.5 184,497 72.3% 70,780 27.7%
Dawaliib 30,000 30,000

Sources: CIT-HC, MVE interviews with cotton traders

Notes: 1) Other Private companies include Shamal El Sayad, El Sayed, El Shark, El Safaand Sekem. In addition, it is estimated that private seed
cotton buyers purchased an additional 50,000 kentars that was largely supplied to dawaliib, small unlicensed ginsthat provide lint to the
mattress & furniture industries.
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2) Talat Harb initially had no PBDAC rings to collect seed cotton. It probably acquired these from other private companies after the initial
alocation of gins by the CIT-HC.

3) EMEPAC buys seed cotton (on an exclusive basis for MALR) from farmers producing seed for the next growing season. It was not
considered to be a private firm and not included in the figures for private traders.
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3.3.4 Allocation of Lint Cotton to Spinners

This Tranche | BM was only partidly accomplished, because the GOE maintained fixed prices to
domestic spinners and alocation was administered as of 1996/97. Prices paid by spinners are st in
relation to the minimum ALCOTEXA export prices, less specified amounts for fobbing costs. Thishad
not changed by 1999/2000, athough public spinners are now able to consder importing lint cotton. The
SWRM C-HC reportedly imported 320,000 lint kentarsfrom Greecein late 1999, after Sgnificant delays
following tenders and a dispute over whether Egyptian spinners would pay the 10 percent sales tax.*
As of 2000/01, there remains a Facilitating Committee for Lint Cotton, headed by the Chairman of the
SWRMC-HC, that can ingtruct public sector cotton trading companies to supply particular public
pinning companies. The influence of this Committee gppears to have waned in recent years, however,
astrading companiesingst on up-front payments by spinners, many of whom areindebted and struggling
finanddly. Furthermore, the privatized spinning companies bought most of their lint cotton (76.2% as of
30 June 2000) from private cotton trading companies in 1999/2000. It also agppears as if the better
performing public sector spinners bought significant amounts of cotton lint from private traders.®

In the padt, particularly from 1996/97 through 1998/99, there were large carryover stocks of lint cotton
held by the public cotton trading companies. As a result, the Holding Companies discouraged public
spinners from seeking out aternative, chegper sources of supply. Although imports of chegper upland
cotton from the U.S., Sudan and other destinations were legd,*® the Holding Companies did not alow
public sector cotton trading companies or spinners to import lint from 1996/97 through 1998/99. This
changed in late 1998/99 (and in 1999/2000), when the shortages of domestically produced long-staple
cotton becamewd|-known. LSlint cotton stockswerevirtualy nil by the summer of the 1998/99 season.
Fearing arepest of this scarcity of long-staple cotton for the domestic spinning industry in 1999/2000,
the GOE banned further export commitments of three long-staple varieties, Gizas 86, 89 and 85, as of
31 October 1999, at which point commitments stood at 38,257 mt for Giza 86, 8,765 mt for Giza 89,
and 2,452 mt for Giza 85, representing 81 percent of total export commitments (as of 30 October 1999).
Thisinterferencein export marketing of lint cotton is evidence that the GOE still exercises strong
control over howlintisallocated. Despitethe problemsfacing the domestic soinning industry in selling
its accumulating inventories of yarn, fabric and other textile products, the GOE banned long-staple lint
exports to reserve lint cotton for domestic spinners during ayear of low seed cotton production, as had
occurred in 1995/96, when there were no long-staple lint exports.

34 Several spinners reported that this lint was nearly comparable to Giza 80/83, which cost
more (LE 14-24/kentar). Spinners report that up to 500,000 lint kentars of Sudanese lint were
imported in 1999/2000 and that one importer can also supply Syrian lint at lower prices than those for
imported Greek lint cotton.

35 As of 30 June 2000, public spinning companies had procured 33.6% of their cotton lint from
private traders, up from 23.0% in 1998/99. Joint investment company purchases from private trading
companies rose from 34.0% in 1998/99 to 47.9% in 1999/2000 as well.

3 Imports of lint cotton from destinations other than the U.S. and Sudan are subject to costly
double fumigation and are not permitted to be spun in textile mills inside cotton producing zones.
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Inlight of thefinancid problemsfaced by many domestic spinnersand immense ocks of certain varieties,
the Holding Companies discounted some of the carryover stocks of Giza 75 and Giza 70 to domestic
public spinners by LE 50/lint kentar in 1998 and again by LE 50/kentar for Giza 70 in 19993 Private
spinners, other than the large privatized companies, surveyed in 1999, reported that they did not have
access to this lint or any knowledge that it was being sold at a discount. This is evidence that lint
continues to be allocated in part administratively to the more indebted,

poorly performing public spinners, and that price discounts on carryover stocks are offered first
to public spinners.

3.3.5 Support Ingtitutions and the Role for the Public Sector

All of the benchmarks related to support ingtitutions were considered accomplished, with the exception
of the research and extenson benchmarks, judged partidly accomplished but where progress in
implementationwaswell underway. Note, however, that asagenera observation, public sector services
to the cotton subsector require further strengthening and significant reorientation.

There remain a number of GOE committees that are holdovers of the command and control
economy of the 1960s through 1980s. The High Committee on Cotton, a public sector-dominated
group (see Annex 1 for alist of key committees and their members), makes decisions about which
varieties are grown, desired production levels, how seed cotton marketing will be organized each year,
and the conditions that must be met for traders to participate. Industry input gppears to be minimal.
Quite afew of the members of the Council are MALR or former MALR employees who worked in the
ARC or are dtill serving as consultantsto ARC.  While experience and continuity in policy formulation
are important, the members  formative working years were spent under a different economic system, a
commeand and control economy, and such a system is not necessarily the most appropriate model or
organizing congruct for aliberaized cotton subsector.

Thereis also a Steering Committee for the Cotton, Fibers and Oil Crops Board, which was created by
Minigerid Decree No. 78 of 1999, nomindly chaired by Minister Y oussef Wally, but run by Ahmed El
Gohary. Thereisaso an advisory group of 35 members caled the Cotton Council, which appears to
have nolegd statusor red power. Lag, thereisaseparate yet informa cotton variety committee, within
ARC, that determineswhat varieties are planted (for production and seed multiplication) each year, where
they are planted, and the area planned for each variety.

Other important decison-making committees include ALCOTEXA’s Management Committee, the
Supervisory Committee for Cotton Marketing, and TCF s Permanent Committee (that sstsminimumyarn
and fabric export prices). The Supervisory Committee takes the annua August decree onthe“optiond
cotton marketing system” and makes key decisons about implementation detalls. It then oversees
implementation of the marketing system, particularly the operations of the saes rings and seed cotton
pricing. TCF s Commercid Committee sets minimum yarn and fabric export prices once ayear; TCF

37 There were also reports that the public sector spinners asked the HCs for a deep discount
in the prices of Giza 80/83 in 1999/2000 that was not granted. One spinner reported that Giza 80/83 is
an off-white color, not preferred by European textile companies, who want whites that can absorb and
look good with strong dyes.
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supervises and records exports, as well asissuing quota visas to companies that export to the U.S. and
EU.

3.3.6 Privatization

Success in accomplishing privatization benchmarks has been mixed. APRP and the GOE have
diligently tried to create an enabling environment for privatization, accomplishing a number of important
pre-privatization BM’s.  There were successful privatizations of ginning and spinning companies in
Tranches| and 1, but momentum stdled in Tranche I11 (1 July 1998 to 30 June 1999). This coincided
with an overal dowdown of privatization during 1998/99, which has continued into early 2000 (see
Carana Corporation, 1999).

In 1997 to 1999, the GOE made efforts to prepare public sector textile companies for privatization
through debt resolution and inventory reduction, athough there was no published M PE plan for either and
the processes were not very trangparent. Thisis condgstent with the way in which the GOE operatesin
undertaking policy reform and privatization and can be consdered the GOE palitica style. Note,
however, that the rest of the world and prospective foreign investors generdly require more opennessin
policy decison-making and transparency in the privatization process. Privatization of textile companies
galed under Tranche l11, in part because of this but dso due to persstent problems of high vauations
of the assets of public companies,® particularly ultra-high land values, and continuing debt, labor force
redundancy, and inventory digoosd problems. Progress continuesto be made on debt resol ution, through
write-offs (38.8% of LE 2.81 hillion) and debt payments (20.9%), though remaining debt (as of 31
March 1999) was till over LE 1.1 billion. The labor force of public sector textile companiesis huge,
estimated at 173,725 in 1996/97. It isimportant to note that 7.1 percent of the 230,928 total workers
in the three cotton and textile holding companies (including workers in non-textile firms), as of 1996/97,
took early retirement in the following 21 month period. The GOE has been working on down-sizing the
pubic textile companies, as resources have become available, but progress has been dow, giventhe high
cost of the program. A typical severance payment of LE 20,000 per worker is equivalent to 3-6 years
of employment, generous by internationd standards.

Successful Ginning Company Privatization. The greatest success has comein privatizing public
sector ginning companies. Leases Sgned by private sector exporters with public ginning companiesin
1994/95 enabled those firms to capture 23.4 percent of the market in 1994/95 and 25.2 percent in
1995/96, as measured by lint cotton output (see Ender et d., 1999). Most of theseleaseswere canceled,

38 An IFC review of lessons learned, Privatization: Princi ples and Practice, isingructive
for itsinsights back in late 1995. “Why do Governments want va uations of enterprises before they
are sold when it is self-evident that the vaue of an enterprise is what the market is willing to pay for
it? Shouldn't governments and advisors smply ensure the provision of full and accurate information
and transparency of competition in sales and let the market deliver the best possible price? The
gpparent logic of this contrasts sharply with practice. One reason is that by definition, in privatization,
past is not prologue. In alarge number of instances, the balance sheet of the SOE (state-owned
enterprise) features book values of assets (and, often, the debt incurred to finance them) which
exceed their practical value to any potentia purchaser. Having invested, the least governments want
isto recoup their outlays, particularly if they are going to absorb most or al of the corresponding debt.
Thisis often unredigtic.”
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however, in 1996/97. AsKrenz et a. (2000) point out, lessees never had any incentive to invest in the
leased gins. Furthermore, they had to retain al of the public sector ginning company’s labor, much of
which was redundant and was offered no incentive to perform better to produce a higher qudity ginned
output.

More lagting and significant privatization took place when two public ginning companies were sold (a
mgority of the shares) to anchor investorsin 1996/97. One, Arabeya Ginning, isoperating profitably and
had increased its share of the ginning market to 20.5 percent by 1998/99 from 13.0 percent in 1996/97
(See Table 3-5). Itslargest market share during the 1990s before privatization was 20.6% in 1993/94.
The other, Nile Ginning, operated at a lower leve than Arabeya after privaization, ginning only one-
seventh of the seed cotton crop in 1996/97 and 1997/98, but its shares were arespectable 18.0 percent
in 1998/99 and 16.5 percent in 1999/2000.*° For both privatized ginning companies, the combined
market share was 38.5 percent in 1998/99, nearly proportiona to their share of the number of large
ginning companies (2 of 5 or 40%). The private sector gins produced a total of 39.6 percent of the
ginned lint cotton in 1998/99, as seen in Table 3-5.

More important than market share, the more successful of the two privatized ginning companies,
Arabeya, has made management changes, closed small, obsolete gins in crowded locations, and
down-sized its labor force through early retirements (see Krenz et al., 2000). Furthermore,
Arabeya Ginning has introduced technical innovations to improve cleaning of seed cotton before
ginning, conveyance of the cleaned seed cotton to the ginning stands, pressing of the ginned product—Iint
cotton, and baling and storage of clean lint cotton. By using UD bale presses, Arabeyais converting to
internationd standards and responding to world market preferences, as well as lowering its export
marketing costs. The management team at Arabeya undertook these innovations with significant CSPP
and APRP input. The February 1998 study tour to Zimbabwe and South Africa, which included the
Chairmanof Arabeya Ginning and Modern Nile, wasingrumenta in demongtrating improved ginning and
sead/lint cotton handling techniques (see Treen, 1998). APRP and CSPP dso provided other input that
made a difference—discussons, presentations, and papers—as part of their implementation programs
(see especidly Krenz et al., 2000).

In addition, it is important to note that the Modern Nile group acquired Arabeya Ginning on very
favorable terms; the CIT-HC vauation of thisfirgt ginning company privatization wasreportedly low. The
privatization ded for Nile Ginning was far less favorable; if anything, the investor group paid a premium
for these assets.  The perception in many quarters that Arabeya Ginning was undervaued may have
contributed to the subsequent high pricing of public ginning company assets. Thishasled to agdemate
in further ginning company privetizations.

39 Nile Ginning ginned 20.9 percent of the seed cotton crop in 1993/94 and 18.0 percent in
1995/96. These shares reflect administrative alocation of seed cotton to the five public gins before
privatization, when each company received approximately equal shares of 20%.
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Table 3-5: Private Sector Sharein Ginning

Ginning Company 1996/97 1997/98 1998/99 1999/2000
Arabeya Ginning 13.0% 18.9% 20.5% 19.6%
Nile Ginning NA 14.5% 18.0% 16.5%
Nefertiti 0.2% 1.5% 1.1% 0.7%
Private Sector Share 13.2% 34.9% 39.6% 36.8%
Public Sector Share 86.8% 65.1% 60.4% 63.2%

Source: Ender et ., 1999, A Baseline of APRP Progress Indicators, 1990-1997 and Krenz and
Mostafa, 2000, Seed Cotton Marketing in Egypt, 1999/2000.

Notes. 1) Private sector share is defined here as the proportion of lint cotton produced (ginning output)
by firms that are majority-owned by the private sector. Ginning output by gins leased by the
private sector is not included, except for the Nile Ginning company gin in Minya, leased by
Nefertiti in 1996/97, 1997/98 and 1998/99.

2) Nefertiti operated two gins in Upper Egypt in 1998/99 that ginned 1.1% of the seed cotton
crop (excluding seed cotton destined for planting seed). The Sakha gin processed 12,499 mt of
seed cotton, where the seed would be planting season in 1999.

3) 1999/2000 figures are derived from seed cotton deliveriesto ginsonly. Figuresfor earlier
years are for lint cotton output of gins.

Someflexibility in asset pricing iscritically important to get privatization of public sector ginning
companies back on track. Arabeya has made more technica improvements than any of the other
ginning companies, the fact that Arabeya was purchased a afavorable price helped to fund investments
that improved ginning qudity and to pay for early retirements (and gin closures) that were needed. As
Krenz has argued (Krenz and Mostafa, 2000), closures of old, obsolete gins by privatized ginning
companies and profitable sade of the land should be welcomed, provided the profits are directed toward
improving the operations of the remaining gins. The Modern Nile group appears to have done this
without any particular GOE redtrictions or regulations (on gin closures, sde of assets, and use of the
profits), which attests to the seriousness of this group as along-term player in the cotton subsector.

Two ginning companies, Deta Ginning and El-Wady Ginning, were offered for privatization in the second
half of 1999, but no sdleswere made. In the case of EI Wady Cotton Ginning, no offers were submitted
tothe MPE. According to CaranaCorporation (see PCSU Privatization in Egypt: Quarterly Review,
July-September 1999), Ddta Cotton Ginning privatization was* awaiting contract execution” or in thefina
stages of negotiation as of October 1999 (seep. 20).*° Thisdoes not match reports by interested private
investors, who wanted to buy the Delta gins as a consortium of firms, including Nassco, Modern Nile,
ATICOT and Mabrouk. The prospectiveinvestorswanted to bresk apart Delta, keeping haf of thegins
operating and closing the other haf and sdling off the land. The ded fdl apart, because the Holding

40 PCSU’ s Privatization in Egypt: Quarterly Review, January-March 2000 reports that
tenders were advertised for the Delta Ginning Company in the fourth quarter of 1999 and that offers
were being evaluated during the first quarter of 2000 (p. 30).
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Company price was too high (based on an unredidticaly high vauation, without the land included), and
the MPE wanted to lease the land for 25 years. The investors claim they would have compromised on
a 50-year lease and a lower sdling price, but the MPE did not budge. The Holding Company aso
evidently wanted to retain the three best operating gins and sdl the remaining ten gins, which were in
poorer condition and would require sgnificant investment to rehabilitate and upgrade.

No Progressin Privatizing Public Cotton Trading Companies. Noneof thesix public sector cotton
trading companies has been privatized yet. One public company, Alexandria Commerciad Company,
expressed an interest in taking itsdlf private through an ESA in 1997/98, but this not

happened. The five other public sector companies have never expressed any serious interest in being
privatized. They gill dominate seed cotton buying and lint trading, including both export and supplying
of domestic spinners, though the private sector share has been expanding during the past severd years.
One reason why there has been no serious attempt to privatize public cotton trading companies is that
these companies can pass dong stocks of dow-moving lint cotton to the GOE without incurring any
pendtieslatein the marketing season. Inthiscase, the public companies become buying and commission
agents for the GOE, taking no businessrisks. The GOE has dso forgiven trading companies debts to
public sector banks, which were incurred as a result of GOE pricing policies on seed and lint cotton in
1996/97 and 1997/98.

As the private sector share in seed cotton buying and ddivery to the gins has gone from nil in 1996/97
to 44.7 percent in 1999/2000, it becomes increasngly difficult to make the argument that the private
sector lacksthe interest and capacity to take on thisimportant assembly market function. The same point
can be made about private sector export of lint cotton, where the private share went from 3.3 percent
in 1995/96 to 25.1 percent in 1997/98 and 1998/99 (shipments, not commitments).**

Failure to privatize the public sector trading companies is a major impediment to further
liberalization of the cotton/textile subsector. These companies have few assets and large staffs,
relative to their volume of business. In order to break even, chairman of these companiesreport that they
need to buy at least haf a million seed kentars each. Company chairmen argue that the names and
reputation of the public cotton trading companies are important intangible assets, but it is hard to place
avaue on these and widely viewed that the private sector trade could expand to take on al seed cotton
buying and trading of lint cotton if the public sector companies were liquidated. Some GOE and HC
offidds argue thet the large private sector trading companies have little interest in buying and selling ELS
varieties, such as Giza 70. This is mainly due to past ALCOTEXA pricing of ELS vaieties a
unaitractively high levels rdaive to the faster moving long staple varieties® Generdly, world demand
for LSvarietiesis stronger than demand for ELS varieties.

“1 Note, however, that the private sector share of export commitments slipped to 15.5% of
total lint cotton export commitments in 1999/2000. This share declined from February 2000 onward
as the discounts on expedited shipment of ELS varieties enabled the public sector trading companies,
holding amost al of the large EL S stocks, to increase their sales of Giza 70.

421t used to be thought that private sector trading companies had no interest in supplying lint
cotton to Egyptian spinners, most of whom are public. Hence, these traders would not buy LS
varieties not destined for export, such as Giza 80/83. 1n 1999/2000, private companies bought 57% of
the Giza 80/83 produced in Upper Egypt and ended up supplying most of it to domestic spinners.
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The rule that public cotton trading companies must avoid financid losses, as well as the stringent
accounting oversight of their activities, lead to amarketing syslem where prices arefixed and thereislittle
flexibility to reduce lint export prices after ALCOTEXA declares opening prices in September of each
season. Thispendizes Egypt in competitive export markets, where the prices of competing lint fluctuate
in response to world supply and demand conditions. Therefore, the GOE objectives of keeping the
public trading companiesin business and trying to minimize their lossesresult in priceinflexibility
throughout the subsystem and serve to limit private sector participation.

Although there has been no effort to privatize the public cotton trading companies, the Misr for Cotton
Pressing Company of the CIT-HC was put out for tendersin the last quarter of 1999, with offers being
evauated in the first quarter of 2000. Any further news?

Mixed Record on Privatization of Public Textile Companies. In contrast to successful
privatization of two public sector ginning companies, privatization of spinning and weaving
companies has had mixed success. In Tranche | the GOE succeeded in privatizing two public textile
companies, Unirab S&W and Kabo, and privatization of Alexandria S&W was well underway.
Privatization of Alexandria S& W was completed (100% private ownership) during Tranche |, and
Cairo Silk Company was liquidated and three units were leased (two in full, one in part) to domestic
investors. Units of two other public sector textile companies were adso leased to foreign investors.
Dong II's ten-year lease of ESCO’s best spinning unit in 1998 was a mgjor achievement, leading to
plant renovation, streamlining of the work force, investment in new spinning machinery, and increased
productivity. The success of thisunit isamodd leasehold for the textile holding companies and should
be replicated. In support of management and leasing contracts as viable privatization aternatives to
|POs and sales to anchor investors, APRP/RDI developed guiddines for the MPE, textileHC's, and
dfiliated textile companies during Tranche 111, Attentive PEO involvement, evidence of Minigerid
support, as well as the active participation of many AC'sinthe APRP/RDI workshops on leasing and
management contractsin 1999, ensured the success of thisactivity and accomplishment of animportant
Tranche I1l benchmark.

By mid-1999, privatization of textile companies had stalled.** MPE made public announcements
inthethird quarter of 1999 that two of the better public sector spinning and weaving companies, STIA
and Shebin El-Kom, were open for bids by prospective anchor investors. Offers were evaluated in
the first quarter of 2000, but no action was taken. STIA was again offered for sale in the second
quarter of 2000, but there were no bidders. It was re-advertised during the third quarter. Tenders
were dso advertised in the fourth quarter of 1999 for four spinning companies of the SWRMC-HC:
Deta, Dakahlia, Sharkiaand Damietta. Offers were being evauated in the first quarter of 2000 for
one of these companies, Damietta S& W, but no deal was concluded. Asof late November 2000, the
M PE advertised—with CIDA assistance- that Damietta S& W was again open for bids; three potential
investors, dl foreign companies, are preparing offers that will be opened in mid-December 2000.4

43 There were only 14 completed privatization transactions in the first three quarters of 1999,
including alease of the Menya El Kamh textile plant of the EI Sharkeya Textile Company.

4 Damietta S& W has four units, including two spinning units, one weaving unit, and a ready-
made garment unit, 4000 workers, and machinery in reasonably good condition. The potentia
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Giventhe difficulties in privatizing spinning and weaving companies in 1999 and 2000, the MPE and
SWRMC-HC decided on arestructuring program. As of the end of 1998, bank debt for 36 public
sector textile companies stood at LE 5.8 hillion, twicethe leve of revenue for 1998, net profit wasLE
-1.1 billion and retained earningswere LE -6.0 billion.* The restructuring program has been designed
to take the debt of large unprofitable textile companies off the firm's books and trandfer it to the
SWRMC-HC, hire professona managers through management contracts to develop a restructuring
plan for each company, and create an intermediary firm (between the HC and the managers under
management contracts) that oversees the firm managers and represents the owners' interests. This
intermediary firm, the Egyptian Company for Development of the Textile Industry (EDT), was cregted
in October 1999 by the HC, private industry experts, and banks with heavy exposure to loss-making
public textile companies. EDTI has contracted with the SWRMC-HC to restructure Misr Helwan
Spinning and Weaving Company and El Nasr El Mehdla Company, two large companieswith heavy
debts, and planned investment to rehabilitate plants of LE 115 million and LE 65 million respectivey.
The Holding Company is currently contracting with EDTI to restructure Shourbagui.

1999 was a disastrous year for the public sector textile companies, though half-year data for 2000
show that textile exports have turned around. Egypt fulfilled from 1% to 53% percent of itsquotasin
1999 for textile products other than T-shirts to the EU and the U.S*, according to unpublished TCF
data (see Table 3-6). Egyptian producers only met 35% of the EU yarn quota and 22% of the EU
clothquotain 1999. Thiswasthelowest percentagefor thefive-year period (1995 to 1999) for which
dataare avallable. Only 53% of the yarn quotato the U.S. market was covered, lower only in 1996
(when 46% was filled). In addition, only 9% of Egypt’s cloth export quota to the U.S. was met in
1999 (dightly worse than 10-17% of the 1996-1998 period), and only 1% of the pants quota, which
was filled no lower than 90% for the 1995-1998 period. Clearly, 1999 was a very poor year for
Egyptian textile producers/exporters.

Using higher-cost raw materid, Egyptian lint cotton, the public companies could not match Asian
producers, some of whom (Indonesia, Thailand) have steeply devaued their currencies since mid-
1997. Two other big Adan producers, Indiaand Pakistan, use much cheaper raw materid in spinning
(lint from short-staple cottons) and run more efficient mills. Once again (asin 1996/97 and 1997/98),
inventories of yarn, cloth and finished textile products began to accumulate. The domestic market is
reportedly saturated with Egyptian textile products and dleged illegd imports. Unable to el their
products in foreign markets, public textile companies had trouble obtaining finance to buy more raw
materid. By early 2000, the domestic spinning companieswere on track to purchasefar less Egyptian

investors are interested in producing RMCs for export.

4> The restructuring of the textile industry is described in more detail in “Case Study: Textile
Industry Restructuring Program” (see pp. 11-13) of the Privatization in Egypt - Quarterly Review
for July-September 2000, prepared by the USAID-funded Privatization Coordination Support Unit
(Carana Corporation).

%6 The quota system was put in place for exports to the EU in 1977 (yarn) and 1986
(garments). For the U.S., quotas were first applied in 1987 to garments, yarn, and women's T-shirts,
to towelsin 1991, to shorts and panties in 1993, and to men’s T-shirts and shirtsin 1994,
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lint cotton in 1999/2000 than in 1998/99*, when domestic lint consumption dipped from 4.6 million
kentars (1997/98) to 3.7 million kentars (1998/99). In such amarket, prospects for privatization are
limited, even if the public companiesareattractively priced. Investorshavelittleinterest in putting down
large sums of money when the domestic market is saturated and Egypt is uncompetitive in foreign
markets. Thisdoesnot mean that Egyptian textile producers will never again be competitivein foreign
markets. However, into-spinning mill prices of Egyptian lint cotton will haveto drop or imports
of cheap short-staple lint cotton will need to increase® to make Egyptian spinners more
competitive.*

3.3.7 Yarn Export Pricing

Deays in adjusting yarn export prices have contributed to the weakness of the public sector
spinning industry. While the GOE does not officidly set yarn and cloth export prices, there are
industry committees that meet under the auspices of the TCF who do. These committees are staffed
largdly with holding company chairmen and public sector spinners and have token private sector
representation. They set prices at levels designed to protect the highest-cogt, least efficient textile
producers. They dso are pressured by the EU to make only modest price cuts in order to avoid
triggering EU countervailing duties. The TCF and the textile industry were able to baance these
pressures and export in 1996/97 and 1997/98, but the Adan devauations dlowed Asian exports to
undercut Egyptian export prices by awide margin in 1998/99. APRP has tried to be senstive to the
GOE predicament of wishing to avoid meddling in pricing of textile products and the need to prevent
impogition of countervailing duties. Itis

47 Local mills had taken delivery of only 2.5 million kentars as of 30 June 2000. Nearly 1.2
million kentars were supplied by private traders, while 1.3 kentars were supplied by public trading and
ginning companies. Domestic mill use in 1999/2000 was probably dightly over 3.0 million kentars,
while 4.0 million kentars used to be considered the minimum level of domestic industry operation.

“8 1n January 2000, comparative lint cotton prices, delivered to domestic spinning mills, were
asfollows: Giza 80/83 - LE 264/kentar; Greek imported lint - LE 240-250/kentar; Sudanese lint
(acala) - LE 230/kentar; and Syrian imported lint - LE 210/kentar.

49 Some analysts argue that the industry committee that meets at TCF and sets minimum yarn
prices sets them at high levels that do not reflect operating costs. They maintain that the committee
takes total running costs of keeping large public sector spinning companies open (salaries to all
workers and high overheads) into account.
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Table 3-6: Egyptian Export Quotas & the Per centage Coverage Achieved for the European Union,
United Statesand Turkey from 1995 to 1999

(quotas in mt)

Export Zone/ 1995 1996 1997 1998 1999

Textile Product Unit Quota |Coverage | Quota |Coverage| Quota | Coverage | Quota | Coverage | Quota |Coverage

European Union

Cotton Yarn Ton 44,000 80%| 52,600 51%| 54,400 83%| 56,500 52%| 58,500 35%

Cotton Cloth Ton 16,000 75%| 18,600 78%)| 19,250 78%| 20,000 28%| 20,700 22%

America

Cotton Yarn Ton 7,800 92%| 8,400 45%| 9,090 77%| 11,721 95%| 11,036 53%

Cotton Cloth Million n? 80 53% 91 10% 98 17% 108 12% 119 9%

T-shirts Million dozen 2 80% 2 91% 3 117% 3 97% 3 86%

Shirts Million dozen 1 118% 1 60% 1 47% 1 53% 1 49%

Pants Thousand 18 110% 19 90% 19 97% 19 93% 19 1%
dozen

Cleaning Towes Ton 1,180 63%| 1,270 96%| 1,370 96% 2,000 94% 2,000 75%

Turkey

Cotton Yarn Ton 4,850 27%| 5,020 45% NA NA|5,377 22%

Cotton Cloth Ton 1,000 11%| 1,035 12% NA NA|1,109 21%

Source: Textile Consolidation Fund (TCF), unpublished data.




truly adilemma, where Egypt must lower textile pricesto be competitive but face the potentia problem
of EU protests and countervailing duties over any more than margind price cuts.

TCF lowered yarn export prices as of 20 September 1999 by 2.8 to 7.8 percent on carded and
combed cotton yarn, spun from long-staple cotton, of countsranging from NE 8to NE 100 (see Table
3-7 for minimum prices for 100% cotton yarn and Table 3-8 for blended cottor/polyester yarn for the
past three marketing seasons). These decreases were somewhat |ess than those made in 1998/99
relaive to 1997/98, which ranged from 1.3 to 9.9 percent. Minimum pricesfor blended cotton yarn
decreased 4.5 to 8.3 percent in 1999/2000 relative to the previous year, and from 12.1 to 21.7
percent in 1998/99 relative to 1997/98.%° The industry response to these decreases in export prices
was weak in 1999 but stronger in the first half of 2000. TCF kept minimum yarn export prices a the
1999/2000 levelsfor 100% cotton yarn in 2000/01 but raised pricesfor blended cotton yarn from 7%
to 9%, depending on the category (carded vs. combed and yarn count). The reason for raising blended
yarnpricesin 2000/01 gppearsto be related to the strong demand for that category during thefirst six
months of the year 2000; blended ring yarn exports were higher during this period than during dl of
1998 and dl of 1999.

TCF datigtics (volume of exportsin Tables 3-9a and 3-9b; vaue of exportsin Tables 3-10aand 3-
10b) show that cotton yarn exports decreased from 71,357 mt in 1997 to 52,364 mt in 1998 and
37,291 mt in 1999. Cotton fabric exports aso decreased from 24,806 mt in 1997 to 11,884 mt in
1998 and 9,991 mt in 1999.5! Y arn exports were on track to return to 1998 levels by 2000, while
fabric exports appeared headed toward pre-1998 levels in 2000.

One driking trend from the export gatistics is that both yarn and fabric exports declined even more
sharply in proportiond terms, in both volume and vaue terms, from 1990 to 1999. Yarn fel from
68.8% of export volume to 38.8%, while it fell 62.9% of the vaue of textile exportsin 1990 to only
19.7%1in 1998. Fabric exportsdipped from 20.6% of tota export volumein 1991 to 10.4% in 1999;
the declinein the proportion of total value was even sharper from 17.5%1t0 6.5%. In contrast, exports
of knits, made-ups and garmentsincreased from 12.0% of tota volumein 1990t0 44.9%in 1999, with
the corresponding rise in value shares from 21.4% to 65.5%. Lint exports, expressed in vaue terms,
fluctuated over the past decade from alow of 9.5% in 1991 to ahigh of 41.0% in 1993 and asecond
highest proportion of 31.3% in 1999.

%0 Minimum prices for yarn spun open-ended from 50% waste were lowered 0.9% to 6.1%
from 1998/99 to 1999/2000. This yarn runs from NE count 6 to count 20.

®1 Note that some categories of cotton textile product exports rose from 1997 to 1998,

including tricot (knits), pile, RMCs, and tailored garments. These products use primarily imported
cotton or blended yarn.
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Table3-7: TCF Minimum Pricesfor 100% Egyptian Cotton Yarn (from Long-Staple Varieties) Exported to All Countries

kg
1999/00 1998/99 1997/98
Yarn Cotton Group: G 85-86-87-88-89 Cotton Group: Giza 75 Cotton Group: Giza 75
Count Carded Combed Carded Combed Carded Combed
Single| Double | Single | Double | Single | Double | Single | Double | Single | Double | Single Double
6
8 3.49 3.94 3.68 4.13 3.96 4.41
10 3.50 3.95 3.71 4.16 3.99 4.44
12 3.52 3.97 3.72 4.17 4.02 4.47
14 3.53 3.98 3.74 4.19 4.06 4,51
16 3.55 4.00 3.76 4.21 4.09 4,54
18 3.57 4.02 3.78 4.23 411 4.56
20 3.58 4.02 3.80 4.25 4.15 4.60
24 3.08 3.61 3.53 4.06 3.18 3.84 3.63 4.29 3.53 4.18 3.98 4.63
30 3.25 3.82 3.70 4.27 3.35 4.05 3.80 4.50 3.72 4.39 4.17 4.84
32 3.40 3.99 3.85 4.44 3.50 4.22 3.95 4.67 3.83 451 4.28 4.96
36 3.61 4.22 4.06 4.67 3.72 4.48 4.17 4.93 3.92 4.63 4.37 5.08
40 3.82 4.47 4.27 492 3.9 4.74 4.39 5.19 4.15 4.89 4.60 534
50 5.26 5.99 5.59 6.49 5.76 6.61
60 5.76 6.53 6.12 7.08 6.31 7.17
70 6.28 7.14 6.45 6.67 7.72 6.88 7.82
80 6.77 7.70 6.88 7.20 8.34 7.42 8.47
90 7.28 8.30 7.73 8.98 7.97 9.12
100 7.79 8.89 8.28 9.63 8.54 9.78

Source: Textile Consolidation Fund.

Notes: 1) Before 1999/00, minimum prices were reported for yarn spun from Giza 75. Giza 75 was not produced after 1997.
2) Pricesfor 1998/99 are for yarn destined for the EU market. For the other two years, they are for yarn destined for all countries.
3) Note that TCF minimum prices did not change in 2000/01 for 100% cotton yarn spun from long staple varieties (Giza 85 and 89)



and medium staple varieties (imported Greek and Syrian lint).



Table 3-8 Minimum Pricesfor Blended Cotton Yarn Exported to All Countries, 1997/98 to 2000/2001

$kg
1997/98 1998/99 1999/00 2000/2001
Yarn Carded Combed Carded Combed Carded Combed Carded Combed
Count SGL |DBL| SGL |DBL |SGL |DBL |[SGL | DBL | SGL | DBL | SGL | DBL SGL DBL SGL DBL
6
8 3.18 3.38 2.73 2.93 2.53 2.73 2.72 2.94
10 3.21 341 2.76 2.96 2.54 2.74 2.73 2.95
12 3.24 3.44 2.77 2.97 2.56 2.76 2.75 2.97
14 3.28 3.48 2.79 2.99 2.57 2.77 2.76 2.98
16 3.31 351 2.81 3.01 2.59 2.79 2.78 3.00
18 3.33 3.53 2.83 3.02 2.61 2.81 2.80 3.02
20 3.37 3.57 2.85 3.05 2.62 2.82 2.86 3.03
24 275 3.40| 295 3.60| 2.23| 2.89| 2.43| 3.09| 212 265 232 2.85 231 2.84 2.53 3.06
30 3.00| 3.67| 3.20| 3.87| 2.35| 3.05| 255 325/ 223 281 243 3.01 2.44 3.06 2.66 3.23
32 3.09| 3.77| 3.29| 3.97| 2.45| 3.17| 2.65| 3.37| 233 292| 253 3.12 2.55 3.14 2.77 3.36
36 3.30| 4.01| 3.50| 4.21| 2.60| 3.36| 2.80| 3.56| 247 3.08| 267 3.28 2.71 3.32 2.93 3.54
40 347 4.21| 3.67| 441| 2.76| 3.56| 2.96| 3.76] 2.62| 327 282 3.47 2.78 3.52 3.09 3.74
50 4.66| 551 391 481 3.71 4.44 3.95 4.68
60 5.11| 5.97 428 5.24 4.07 4.84 4.32 5.09
70 5.57| 6.51 467 5.72 4.44 5.35 471 5.57
80 6.01| 7.06 5.04| 6.18 4.79 5.72 5.08 6.01
20 6.45| 7.60 541 6.66 5.14 6.16 5.46 6.48
100 6.92| 8.16 5.80 7.15 5.51 6.61 5.84 6.94

Source: Textile Consolidation Fund
Notes. 1) Blended cotton is mixed cotton/polyester in the ratio of 50/50 or 65/35.
2) A 3% commission is gpplied to al export saes.
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3) SGL =dingle ply yarn ; DBL = double ply yarn.
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Table 3-9a: Volume of Egyptian Exportsof Yarn, Fabric and Textile Products, by Category

1990 1991 1992 1993 1994 | 1995 1996 1997 1998 | 1999 | 2000

Yan 76,237| 80,585 69,224 66,706{111,864| 71,789| 48,996| 71,357| 52,364| 37,291| 51,520
Fabrics 21,207\ 24,971| 17,527) 22,814| 31,302| 23,917 21,020 24,806 11,884 9,991| 18,168
Terry 700 1,074 1,070 1577) 2,185| 2,737 2,782 3,628 4452| 5491| 5,718
Knits 5,851 6,720| 6,776| 10,007 12,325| 14,423| 17,100| 18,704| 21,299| 19,678| 21,224
Made-Ups 3,762 4,084| 3,597 4950| 7,932| 11,333 12,492 8,693| 8,415| 7,820( 9,730
Woven Garments 3,723 5,006 6,240 9454 10,277| 12,940\ 13,857 13,306/ 15,432 15,629| 19,430
Knits, Made-Ups & Garments 13,336| 15,790| 16,613| 24,411| 30,530 38,696 43,449| 40,703| 45,146 43,127| 50,384
Carpeting 3,000| 4,158| 5,650| 11,338
Textiles & Apparel 110,780| 121,346|103,364| 113,931|173,696|134,402| 113,465 139,866(113,552| 96,059|131,410
Cotton Lint 42,961| 17,950| 16,600, 18,000|116,950| 66,400| 18,801| 46,442| 69,523| 108,328|107,069
Source: Data from TCF with adaptations by El Sayed Dahmoush in forthcoming APRP/RDI on the competitiveness of yarn production in Egypt.

Note: The estimates for the year 2000 take the actua export data for the first six months and multiply them by two.

Table 3-9b: Percentage Volume of Exports of Egyptian Yarn, Fabric and Textile Products, by Category
1990 1991 1992 1993 1994 | 1995 1996 1997 1998 | 1999 | 2000

Yan 68.8%| 66.4%| 67.0%| 58.5%| 64.4%| 53.4%| 43.2% 51.0%| 46.1%| 38.8%| 39.2%
Fabrics 19.1%| 20.6%| 17.0%| 20.0%| 18.0%| 17.8%| 18.5% 17.7%| 10.5%| 10.4%| 13.8%
Terry 0.6% 0.9%| 1.0% 1.4%| 1.3%| 2.0% 2.5% 26%| 39%| 57%| 4.4%
Knits 5.3% 55%| 6.6% 8.8%| 7.1%| 10.7%| 15.1% 13.4%| 18.8%| 20.5%| 16.2%
Made-Ups 3.4% 34%| 3.5% 4.3%| 4.6%| 8.4%| 11.0% 6.2%| 7.4%| 81%| 7.4%
Woven Garments 3.4% 41%| 6.0% 83%| 59%| 96%| 12.2% 9.5%| 13.6%| 16.3%| 14.8%
Knits, Made-Ups & Garments 12.0%| 13.0%| 16.1%| 21.4%| 17.6%| 28.8%| 38.3% 29.1%| 39.8%| 44.9%| 38.3%
Carpeting 21%| 3.7%| 5.9%| 8.6%
Textiles & Apparel 100.0%)| 100.0%| 100.0%| 100.0%)| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%
Cotton Lint 38.8%| 14.8%| 16.1%| 15.8%| 67.3%| 49.4%| 16.6% 33.2%| 61.2%| 112.8%| 81.5%

Source: Percentages calculated from table 3-9a.




Table 3-10a: Value of Exports of Egyptian Cotton Yarn, Fabric, and Other Textile Products

(in'000 LE)
1990| 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Yan 958,740| 989,528| 914,250\ 763,698| 1,313,592(1,109,321| 738,253(1,018,802| 797,667 516,199 671,542
Fabrics 228,762| 315,290| 237,006| 287,531 423,051| 384,063| 318,584| 435,663 227,335 168,871| 318,500
Terry 10,231| 18,029 20,382| 28,552 38,762 53,399 55421 76,751 99,338| 118,977 124,084
Knits 175,425 244,364| 255,954| 367,383| 433,133| 527,022| 645,154| 769,485| 887,412| 891,287| 955,080
Made-Ups 45387 60,663| 56,409| 81,302| 138,730| 221,084| 244,959| 164,292| 156,621 147,646| 174,248
Woven Garments 105,287 174,503| 235,498| 342,233| 396,854| 493,952| 537,241| 576,981| 658,299| 676,314| 776,198
Knits, Made-Ups 326,099| 479,530| 547,861| 790,918| 968,717|1,242,058|1,427,354|1,510,758|1,702,332|1,715,247|1,905,526
& Garments
Carpeting 57,270 81,315 97,745 200,020
Textiles & 1,523,832 1,802,377|1,719,499|1,870,699| 2,744,122|2,788,841|2,539,612| 3,099,244 2,907,987 2,617,039(3,219,672
Apparel
Cotton Lint 239,815| 171,736| 148,170| 767,558| 495,407| 264,920| 404,094| 420,000] 576,526| 818,626| 764,056

Source: Data from TCF with adaptations by El Sayed Dahmoush in forthcoming APRP/RDI on the competitiveness of yarn production in Egypt.
Note: The estimates for the year 2000 take the actua export data for the first six months and multiply them by two.
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Table 3-10b: Percentage Value of Exports of Egyptian Yarn, Fabric and Textile Products, by Category

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 ||

Yamn 62.9%| 54.9%| 53.2%| 408%| 47.9%| 39.8%| 29.1%| 32.9%| 27.4%| 19.7%| 20.9%)]
Febrics 150%| 17.5%| 138%| 154%| 154%| 138%| 125%| 14.1%| 7.8%| 65%  9.9%]
Terry 07%| 10%| 12%| 15%| 14%| 19%| 22%| 25%| 34%| 45% 3.9%|
Knits 115%| 136%| 14.9%| 196%| 158%| 189%| 254%| 24.8%| 305%| 34.1%| 29.7%|
Made-Ups 30%| 34%| 33%] 43| 51%| 7.9%| 96%| 53% 54% 56% 5.4%)
Woven Garments 6.9%| 9.7%| 137%| 183%| 145%| 17.7%| 21.2%| 18.6%| 226%| 258%| 24.1%]

Knits, Made-Ups & 21.4% 26.6% 31.9% 42.3% 35.3% 44 5% 56.2% 48.7% 58.5% 65.5% 59.2%
Garments

Carpeting 18%| 28% 37%  6.2%|
Textiles & Apparel 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%| 100.0%f
Cotton Lint 15.7%|  95%| 86%| 41.0%| 18.1%| 95%| 159%| 136%| 19.8%| 31.3%| 23.7%|

Source: Percentages calculated from table 3-10a.
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Referring to adifferent set of statistics (see Table 3-11), exports of blended cotton yarn aso declined
steeply from 17,416 mtin 1994 to 1,638 mt in 1998, dthough they were headed higher in 2000 (4,692
mt for the first Sx months). Exports of dl categories of blended cotton products fell steadily from
1994 to 1998, but again by 2000 they appeared to be returning to early 1990s levels (7,121 mt for
the first six months). In contrast, exports of synthetic apparel and made-ups rose.>? In volume and
vaue terms, however, exports of 100% cotton yarn and all-cotton textiles are far more important
categories than exports of synthetic and blended cotton products.

According to one source, the difficulty Egyptian textile producers have had in filling export quotas and
the decreasing competitiveness of the industry in world markets since 1998/99 has led some public
pinners to chisal on export prices. Private soinners seem to be less bound by the minimum prices,
athough exporting under quota requires a TCF gpprova. Fraudulent paperwork can be submitted,
however, to show that an exporter complies with minimum export prices. TCF lowering of minimum
export prices does not appear to be enough to enable the Egyptian (public sector) textile industry to
recover, re-ataining export levels of earlier years.

There is a duty drawback system in place on imports of yarn and cloth, generaly from lower-cost
producers in Asan countries. This system is reportedly cumbersome.  Private weavers and RMG
manufacturerswho useimported yarn often do not bother to apply for the drawback, becausethey can
get customs duties refunded when they export the finished products. Although thisinvolves short-run
capita outlay (on duties) on thelr part, their strategy is rationd and greetly lowers transactions costs.
APRP/RDI did asudy of theimpact of lowering the tariff onyarn in.

Tranche | that showed that it would hurt the domestic spinning industry. The GOE is complying with
GATT agreementsto lower tariffs onimported textile products, though the reductions are very gradud
and will not have any biteuntil 1 January 2001, when thetariff onyarnimportswill drop to 27% (below
the 30% leve in place since 1996) and eventudly to 15% by 2005. In 2001, tariffs onimported cotton
fabric and gpparel/made-ups will so drop below levelsin place since 1996. Thiswill take place for
synthetic fibersin 2002.

52 Note that both these categories-blended cotton products and synthetic products—
represented relatively smal proportions of the total volume and vaue of textile product exports.
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Table 3-11: Exportsof Egyptian Yarn and Cotton, Synthetic and Blended Textile Products, 1993-2000

1993 1994 1995 1996 1997 1998 1999 2000*
Item Tons | LE1000| Tons | LE1000 | Tons | LE 1000 | Tons | LE 1000 | Tons | LE1000 | Tons | LE1000 | Tons | LE 1000 | Tons | LE 1000

Ring Yan 57,723] 680,427 92,979]1,127,401] 63,030[1,003,961[ 41,152] 655,756] 62,608] 936,021[ 48,184] 760,532[ 31,418 469,095[18,963] 281,514
Open-end Yarn 202 1,599 187 3,483 42 428 34 464 83 917 199 2,151 113 1,037
[Total Cotton Yarn 57,723| 680,427| 93,181| 1,129,000| 63,217|1,007,444| 41,194 656,184| 62,642] 936,485| 48,267| 761,449| 31,617 471,246(19,076| 282,553
Fabrics (Textiles) 21,188| 260,132 28,057 371,358| 19,377| 307,645( 17,205( 255,768| 19,188 302,388 8,724 153,746| 6,801| 106,009| 5963| 92,741
Knitted Products (Tricot) 10,007 367,383 12,325| 433,140| 14,421| 527,026 17,100 645,154| 18,861| 772,990| 21,400 891,364| 19,689 891,506|10,625 477,798
Terry Toweling (Towels) 1577 28554 2185 38,703| 2,737| 53398 2,782 55421| 3628 76,751| 4,452 99,338| 5491| 118,977| 2,859| 62,042
Apparel (RMGs) 9,413 341,285 10,266 396,415 12,913| 492,475| 13,446 522,804| 11,831) 483,282 13,423 525,782| 13,197| 561,841| 9,005| 356,028
Made-ups (Tailored) 4,007| 59,138] 6,415 101,543| 9,065| 161,788| 8900 161,664| 7,488 142,256| 7,522 141,135 6,718 124,345] 4,178| 72,895
Cotton Wool (Medical Cotton) | 1,390 10,179 1,082 7,909 1811 13,273 844 6,877 5771 5484 535 5037 362 3,153| 203 1,825
Total Cotton Products 47,582| 1,066,671 60,330| 1,349,068| 60,324(1,555,605| 60,277|1,647,688| 61,573(1,783,151| 56,056| 1,816,402| 52,258|1,805,831|32,833| 1,063,329
Artificial & Synthetic Fibers 125 606 104 484 134 1,008 340 2227 310 1,632 169 916 78 852

Filament Yarn 69 800 22 250 115 1,659 111 1,396 2,711] 23434| 2200 17,060[ 1,198 7,163| 1,595| 10,057
Staple Yarn 788 8,556 1,125 9,612 162 1,884| 1,331 11,432 229 2122 90 777 279 2,790 397 5,239
Artificial & Synthetic Fabrics 12 539 1n 453 16 296 31 1461| 1914 77487| 148l 47,274 1607| 44,666| 1,371 46,728
Synthetic Apparels 1,601 38680 2,265 59222 975 70946| 1,823 121317 2,193 102,742] 559| 23,284
Synthetic Made-ups*** 849 20,671 3,592| 83270| 3,202 79,004 5083 99,339| 6,051 106,233| 5815 103,291
Total 100% Synthetic 1843| 31172 2863 49479 2,692 64,069 5405 99,786| 9,341 254,625| 10,846 286,683| 11,406| 264,446( 9,737| 188,599
Products

Blended Ring Yarn 7,932 71,295 17,397| 172,777 7,795 99932| 6,458 70501| 5453| 54,887 1,629 17,384| 4,116 34,125| 4,689 37,901
Blended Open-end Yarn 1 6 19 161 5 63 13 136 15 142 9 81 3 23 3 21
Blended Fabrics 1644 23984 3267 51479 4526| 76122| 3,784 61256| 3547] 52273| 1578 22,363 1572| 17,977) 1,737) 19,523
Blended Apparel 41 948 9 441 40 1,605 411] 14,437 502| 22,759 129 7,611 239] 11,730] 151 8,787
Blended Made-ups 94 1,493 21 557 24 3 302 25 1,051 701] 14,813 541] 10,948
Total Blended Products 9,712 97,726 20,713 225,415| 12,366| 177,722| 10,666 146,354| 9,520, 130,363| 3,370| 48,490| 6,631| 78,668| 7,121| 77,180
Grand Total 116,860) 1,875,996 177,087 2,752,962[138,599(2,804,840|117,542] 2,550,012 143,076/ 3,104,624 |118,539| 2,913,024|101,912)2,620,191|68,767| 1,611,661

Source: TCF, quarterly bulletins and unpublished statistics (for 2000).
* Statistics for January to June 2000 are from the TCF files.

** Filament yarn includes synthetic silk thread and synthetic thread.
*** This product category includes synthetic carpets.
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3.3.4 Private Sector Responseto Policy Reforms

3.4.1 Subsector Performance

The supply response to GOE policiesis summarized in Table 3-12 below.

Table 3-12: Production Responseto GOE Poaliciesis from 1996/97 to 1999/2000

Response Long Staple ExtralLong Comments
Variable Staple
AreaPlanted ? 26.6% ? 49.9% ELSareawas highin 1998/99. Areaplanted
in 1999 lowest in 20" century.
Production ? 264% ? 52.7%
Yields ? dlightly overall, ? 5.7% Average reported yields were much higher
though Gizas 80, in the early 90s.
83, 85 decreased

Source MALR satistics.

Private sector shares rose in the following cotton marketing and processing activities:

?

Seed Cotton Marketing. The private sector share increased from nil in 1996/97 to 44.7%in
1999/2000. Yet private participation was higher in 1995/96, somewhere between 52.8%
(Ender et d., 1999) and 58.2% (Holtzman and Mostafa, 1998), during a marketing season
characterized by asmdl crop, high world and export prices, and hence upward pressure on
domestic prices.

Ginning. The private share of lint cotton ginned (output measure) by the private sector gins
increased from 13.2% in 1996/97 to 39.6% in 1998/99. The private gins share of seed
cotton input into ginning was an estimated 36.7% in 1999/2000.

Lint Exports. Private share increased from 3.3% in 1995/96 to 25.1% in 1997/98 and
1998/99. It declined to 15.5% in 1999/2000, however, duelargdly to the export ban on three
LS varieties and the fact that the public companies held dl the stocks of Giza 70, the only
(ELS) variety exported in Sgnificant quantities from February 2000 onward.

Soinning.  The private share expanded from an estimated 3.7% in 1990/91 to 22.2% in
1996/97 and 30.8% in 1998/99. Based on ddiveries of Egyptian lint cotton to spinners,
private spinners had received 28.9% of the Egyptian crop by 30 June 2000. This should be
viewed as a low estimate of the private soinners share, because it does not include dl the
private spinners (not enumerated by the HC).

Thevolume of lint exports increased from 18,799 mt in 1995/96 t0108,482 mt in 1998/99 (actual
shipments). Export commitments for 1999/2000 were 107,146 mt as of 19 September 2000. The
vaue of lint exports declined in nomind terms from 1994 to 1997 (see CAPMAS figures reported in

46



A Baseline of APRP Progress Indicators, 1990-1997), but rose sharply in 1998 and 1999 as both
the volume and vaue of lint exportsincreased. Nomind revenuesfor lint exports were highest during
the decade of the 1990sin 1999 (at LE 816.1 million), though thiswas dightly lower inred termsthan
in 1990 and 19%4.

Y arn export volume reached its highest level during the 1990s in 1994, when 111,764 mt of 100%
cotton and blended yarn were exported.>® Thisdropped to 71,189 mt in 1995 and further to 48,996
mt in 1996 beforerisng to 71,357 mt in 1997. Exports dropped even lower in 1998 and 1999 to
52,364 mt and 37,291 mt, the lowest level of the decade.

Total yarn export vaue declined 44.3% in nomind terms from 1994 to 1996 and then rose 36.4% in
1997 (but ill remained 24.0% below the 1994 level). Relativeto 1997, yarn export volume and value
declined in 1998 and collapsed in 1999. Export levels (and to alesser extent revenues) appeared to
be recovering in the firgt half of 2000 (based on data for the first Sx months).

Tota production of cotton and blended yarn was 266,946 mt in 1991/92 and remained within a
relatively narrow range (239,447 to 281,127 mt) from 1991/92 through 1996/97. Domestic output
dropped to 200,109 mt 1997/98 and 201,959 mt in 1998/99. Given therelatively constant output of
yarn during the 1990s through 1996/97 and the limited capability of the domestic market to absorb
large increases in domestic supplies, it is clear that years of poor export performanceled to inventory
build-ups.

3.4.2 Private Sector Investmentsin Gin Improvements, Presses and Spinning Mills

Ginning.> Privatization and liberdization have led to some reduction in ginning capacity, as 10 gins
(with 561 ginning stands) have been closed.® Mot of these gins were smdl, old ginsin urban aress
that operated with dilapidated equipment in congested areas. Given the continued existence of excess
capacity intheginning industry, onewould expect gin closuresand rdaively little new investment. This
reductionin cgpacity hasbeen partly offset by Nefertiti’ sinvestment inanew ginin Minya(oneginwith
60 stands, moved from a closed Arabeya Ginning Company gin in the Delta).

53 Other than 1994, yarn exports stayed within the narrow range of 66,706 to 80,585 mt from
1990 to 1995, averaging 69,948 mt. Therefore, by excluding the exceptionally strong export year of
1994, when 110,739 mt were shipped, the export volume of 68,110 mt in 1997 is close to the mean for
the 1990s (66,502 mt, not including 1994).

4 See Krenz et a. (2000) for a detailed discussion of gin closures, new investments, and
employment at private and public gins.

%5 Three gins of the Arab Ginning Company were closed (one not included in the privatization
transaction) from 1996 on. In addition, six public sector gins were aso closed. The Baraka Gin,
established by the Egypt Company in 1995, operated for two years and ceased operating in 1997.
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The fact that there have been gin closures is positive evidence of a rational market response to past
public sector over-investment in ginning capacity. Theimplicit threat of dlosures and layoffs, > aswel
as the public sector fear of private buyers making money on land sdes, have brought the privatization
programto an impasse (see Krenz et d., 2000). Excess capacity in the three remaining public sector
ginning companies needs to be diminated, but privatization of these companies is currently stalled on
the issues of vauations (of ginsand land), whether to sdll theland, and whether private buyers havethe
right to close down gins.

Arab Ginning Company hasinvested Sgnificant resourcesin upgrading ginning and pressing operations
at many of itsgins (seeKrenz et d., 2000), including improving seed cotton cleaning at nine of itsgins®’
and adding of UD bdepressesat 9x gins, aswell as repressing facilities at the Baraka Gin, purchased
from another private company. It aso hired qudity control ingpectors, who are stationed at its gins.
Nile Ginning made improvementsin three of its gins, adding UD bale presses (for cotton prepared for
export) and farfarra facilities. The public sector ginning companies have done little other than Delta
Ginning Company alowing Nassco Cotton Trading Company to ingtal UD bale presses at three gins.

Investmentsin UD Bale Presses at Gins. Severd ginning companies have invested in UD bde
pressesat gins. Arab Ginning hasadded UD pressesat Six operating ginsand put two UD pressesand
three farfarra rooms at the Baraka Gin on the Desert Road, cregting an export staging operation that
can be used by other exporting companies. Nassco operates UD presses a three gins of the Delta
Ginning Company. Nile Ginning has invested in three UD presses that can be used to press export
bales. Any exporter can bring his hydraulically pressed lint cotton (ginned at other gins) to the three
Nile Company ginsto perform farfarra and repressing. These 14 UD bae presses have been put in
service a gins serving export markets to eliminate the need for costly farfarra and repressng at the
public sector Pressing Company in Alexandria, to reduce shipping costs,® and to comply with
internationa specifications>

New Spinning Mills. In examining the creation of new jobs in private spinning, MVE uncovered
ggnificant new investment (seeHoltzman et d., 2000). A smdl part of thisinvestment isin modern mills
that spin medium to high counts for export markets. A larger part isin millsthat spin wagte into low-

%6 1n none of the cases of gin closures by Arab Ginning and Nile Ginning were workers laid
off. They were transferred to other gins. Arab Ginning has downsized its labor force through early
retirement buyouts of redundant employees (318 of the origina 1,068 permanent workers have been
retired).

5" Arabeya Ginning is considering closing three more gins, of which one is in downtown
(congested) Fayoum. The equipment from this gin would be moved to a new gin, to be constructed on
desert land, in Fayoum.

%8 UD bales are denser than steam-pressed Egyptian bales. This leads to economiesin truck
(domestic) and container (international sea freight) transport.

%9 Although there is no one uniform cotton bale size, USDA and other agencies refer to
“statistical bales’ of 480 Ibs. APRP/RDI examined USDA dataon U.S. pima bales that showed a
range of 460-520 Ibs., with the mean falling around 500 Ibs. (personal communication, Edgar Ariza-
Nino). UD balesin Egypt probably fall within the same range, although we lack data on this.
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count, open-end yarn used in carpets, blankets, coarse fabric, and other low-count products. MVE
(see duly 1999 Verification Report, write-up of Benchmark B3) estimated that the private sector
created 874 new jobsin the* new” spinning sector, 972 jobsin thetraditiona spinning sector in Fowah,
and 619 jobsinginning for atotd of 2,465 new jobsfrom May 1998 to May 1999. Lagt, privatization
of public sector textile companies has resulted in no new net job cregtion, though it has created
opportunities to train workers, upgrade production, and improve the qudity of outputs. Itisnot clear
if workers who took early retirement from public companies later took jobs at private sector textile
companies, some public managers did retire and go to work for private spinners.

35 L essons L ear ned from the Cotton/Textile Liber alization and Privatization
Experiencein Egypt

Privatization needsto follow upon early liberalization steps, particularly when liberalization
takes place gradually over many years. The firs steps of liberdization need to precede
privatization, because private traders and investors must be convinced that a government is serious
about liberdization and appearsunlikely to reverse course. Policy reversalsand back- diding heighten
uncertainty, which will scare off prospective private investors. As cotton subsector liberdization got
underway in 1994/95 and 1995/96 with much fanfare (three new laws), privatization needed to follow
relatively quickly on liberdization successes. World cotton priceswere dso high and risng during these
years, S0 investing in the subsector looked attractive to private entrepreneurs (see next lesson). The
firg ginning and spinning company privetizations did take placein 1996/97, so the privetization process
did begin to follow liberdization with a reasonable lag, but GOE intervention in pricing and export
marketing in 1995/96 and 1996/97 worked at cross-purposes to M PE privatization efforts.

Therewerepolicy reversasin 1995/96 when the GOE declared a seed cotton buying freezefor severd
weeks in October 1995 and forbade exports until the lint requirements of the public sector domestic
spinning mills were satisfied. Once exports of long-staple cotton were allowed (L S exports were not
permitted) for a brief period in February 1996, Egypt shipped alow volume of ELS cotton (18,799
mt, the lowest level of exports since 1992/93) to foreign buyers, but the private sector share was
minimd (3.3%). The GOE aso declared very high support prices before planting in 1996, which was
followed by a steady decline in world cotton prices during the 1996 growing season and into the
1996/97 marketing season. Palitically committed to announced high producer prices, the GOE could
not adjust them downward in response to changing world market conditions. This removed any
incentive for private tradersto buy seed cotton, so private sector participation in seed cotton marketing
dropped to virtualy nil during 1996/97. These policy-related developments signaed to private
investors that the cotton policy reforms were very partial and could be undercut by a decree or GOE
political announcement. This redlization undoubtedly caused prospective investorsto reconsider bids
on textile companies offered for privatization.

The GOE has adopted an ultra-graduaist mode of liberdization and privatization for the Egyptian
cotton economy. On first glance, this would appear to be the most logicd and prudent course
(particularly when the flawed experiences of Eastern Europe and the NIS are considered). Cautious,
gradud changeis not dways best, however. World market conditions change from year to year and
can undercut liberdization and privatization efforts. Waiting too long to privatize government ginsand
mills can lead to dternative new private sector investments, especidly when agovernment showslittle
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flexibility and creativity in trying to solve thorny issues such as labor redundancy, debt and high land
vaues. Asliberdization proceeds but privatization remains staled due to unresolved issues, private
sector investorswill be lesswilling to wait for reasonable privatization opportunities, they will question
the government’ s resolve, and they will make other plansto invest in private facilities. Private sector
investment in commercid rice mills from 1995 to 1998, while none of the public sector rice milling
companies were offered for privatization, is the mogt sriking illustration of this point. Initid evidence
of private sector investment in new spinning mills gppears to be an early warning that new private
invetment may be in the process of displacing and superseding privatization of public spinning
companies. In thefind andyds, timeis dipping away and the GOE needs to seize the day with some
bold privatization initiatives, experiments and successes.

Itisfar easier to privatize public companies when world prices (and returns) are high than
when prices are cyclically low. This is particularly true for the public spinning and weaving
companies. Since 1997/98, Egyptian exports of yarn and fabric have declined, as economic distress
in Ada led to large currency devaluations and declining prices for Asian exports. While TCF has
adjusted minimum yarn prices downward in response to this development, the adjustments have not
been enough to keep Egyptian exporters competitive. This has led to inventory accumulation, poor
export saes, and decreased capacity utilization. Under these circumstances, privatization of public
textile companiesis virtudly impossble.

Once producer subsidies are put in place, they become very hard to remove, particularly as
world prices decline. The GOE declared high support prices in 1995/96 and 1996/97 that led to
massive GOE subsidies once world prices declined in 1996. These prices were adjusted downward
by changing grade and out-turn requirements needed to obtain the full (declared) support pricesin
1997/98. After aseason (1998/99) of no subsidies, subsidieswere put in placein 1999/2000 and cost
an estimated L E 200-250 million. With risng world cotton prices, seed cotton pricesin 2000/01 were
st at levelsthat do not require significant producer subsidies.

Governments need to stay the course on liberalization. For the reasons discussed above in the
accounts of palicy reversdsin 1995/96 and policy interventions that removed incentives for priveate
sector participation in cotton marketing in 1996/97,%° the GOE lost severd years in liberdizing the
cottoneconomy. From early 1996 on, declining world cotton lint, yarn and fabric prices, coupled with
unusudly low pricesfor competing synthetic fiber (particularly polyester), compounded the difficulties
faced by cotton traders and spinners. If the GOE had refrained from intervening in domestic and
export cotton marketing in 1995/96, largely to protect the domestic spinning industry, the course of
events and subsequent response to GOE privatization attempts may have been quite different.

Partial, piece-meal liberalization may lead to unsatisfactory outcomes. Private traders and
investors will participate in any economic activity where there are opportunities to earn profits.
Windfdl gains (often dleged by public officids) are not necessary. Announcements of liberdization
need to befollowed up with actud implementation and government-provided information about the new
business opportunities and how to take advantage of them. In other words, effectivepolicy extension

% GOE interventions in 1995/96 contributed to the demise of two prominent private sector
playersin cotton marketing and export.
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needs to be done to ensure transparency and encourage the broadest possible participation (as
opposed to deds based on privileged accessto insgdeinformation, decison-makers and implementing
agencies). Inatop-down, highly centralized government, such asEgypt’ s, the GOE' spolicy extenson
role is often overlooked or given short ghrift.

The Egyptian cottorvtextile subsector ischaracterized by steadily increasing private sector participation
in seed cotton buying and lint cotton export, condderable (but stdled) private sector involvement in
ginning, limited private sector investment in spinning,®* and heavy privateinvestment in weaving, knitting
and RMG manufecture. The private sector textile industry, other than spinning, uses rlaivdy little
Egyptian cotton and far more imported cotton and blended yarn and fabric, as well as polyester and
other synthetics, to produce textile products for export. Export quotas to EU and US markets for
items such as T-shirts, made using imported yarn, tend to get quickly filled, while yarn quotas (spun
from Egyptian cotton lint) are only partidly filled. Thisvirtud decoupling of private weaving, knitting
and RMG production in Egypt from marketing, ginning and spinning of domegticaly produced lint is
due to uneven liberdization and privatization, domestic cotton pricing policies that favor the use of
cheaper imported raw materid, and a policy exception, the duty drawback system.®? The explosive
growth of RMG manufacture is due largely to this policy exception.

Let markets set prices, not committees or government agencies. Asamaor producer of long-
and extra-long staple cotton, Egypt’ s production levels and pricing decisions influence world markets
for fine cotton. Given the increasing share of pima, however, this ability to make (world) pricesis
dedining. Egypt is increasingly a price taker, epecidly as world consumption of fine cottons has
declined sincethe 1980s. Upland cotton and polyester, once considered asunlikely substitutesfor fine
cotton, have increased in quaity and price competitiveness and are now at least imperfect subgtitutes
for fine cotton.

ALCOTEXA's setting of export prices, which in many years has been a one-time, early season
exercise, hasimproved over time. GOE intervention in pricing seed cotton and fixing marginsto ginners
and domestic seed cotton traders continues to substitute for a more world market-driven price
discovery process. Once prices and margins are set inlate August/early September, it becomesvery
difficult to make more than minor or symbolic adjustments. Thisrigidity in pricing robs Egypt of akey
tool in competing in increasingly integrated, fas-moving, and fluctuating international markets. The
GOE hasthe prerogative, of course, to subsidize cotton producers, but using the price mechanism to
do this distorts incentives (in production), sends mixed signds to private market participants and
prospective investors, can limit private sector participation in marketing, and can pendize firms
downstream who use Egyptian lint cotton in textile production.

®1 Large, privatized or joint venture private spinners operate in much the same way as public
sector spinners. They typicaly have privileged access to cotton lint bought by the public trading and
ginning companies or imported by the Holding Company.

62 Under the duty drawback system, weavers, knitters and RMG producers can import foreign
yarn and fabric without paying duties and use it to make exported textile products.
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ANNEX 1: COTTON and TEXTILE COMMITTEES

A typicd feature of socidist economies is ther rdiance on committees to make important economic
decisons regarding resource dlocation, who can make investments and participate in particular
markets, and whose operations get subsidized. In market economies, economic “decisons’ are
through the interplay of private firms, acting in their competitive self-interest, industry and business
associations playing advocacy roles, and by government, which attempts to creste and maintain a
pogtive enabling environment that fosters free entry and competition. Government aso has an
important regulatory roleto play in making the economic playing fidd leve, in identifying, investigating,
and (where auitable) punishing collusion and anti-competitive practices, and in disssminating information
about the rules of the gameto various players viaeasly accessble public media. Still perceived asthe
government’s crop in many quarters, cotton (and the cotton subsector) remains highly regulated in
Egypt, even with good progress in liberdization and privatization. Through an elaborate committee
system, the GOE till makes key decisonsthat affect participation in the cotton trade, alocation of the
crop, pricesa variouslevels of the subsector, and public and private investment. Thisannex identifies
anumber of key committees and their members.

One feature of decison-making by committee is that, in many cases, decisons are hot made before
there is a 100 percent consensus. This is difficult to achieve under any economic system, but
paticularly in aliberdizing and increasingly market-driven economy. There are severa cases where
agricultura or agribusiness policy reforms were delayed in Egypt because of one or two dissenting
voices. Decison-making by committee typicaly dows down the reform process and may block it
entirdy in certain aress if a key stakeholder on the committee recognizes that his private or
organizationd interests will be hurt by reform. In an economic system where certain individuds and
their organizations derive benefits from control of particular parts of the system, it isamost impossible
to make policy or regulatory changes that will have a neutrd or podtive impact on everyone in that
system. Almost by definition, a least one group will be hurt by reform, and a high-ranking officid or
technocrat who supports reform may end up casting the deciding vote and may often have to co-opt
or compensate the “loser” in the process.

1. Supervisory Committee for Cotton Marketing

a) Composition of the Supervisory Committee for the 2000/01 Cotton Marketing Season

There are actudly 40 members on the Supervisory Committee, including the chairmen of all six of
the public sector trading companies. Only 8 members of the Committee met 4-5 timesin August-
September 2000 to establish the rules for seed cotton trading during the 2000/01 marketing season,
however. Thisinner circle includes the following people:

1. Yusuf Abdurahman, Chairman of PBDAC (and acting head of the Horticulturd Services Unit)
2. Dr. Mohammed El Moghazy, Generd Secretary of the Committee

3. Hussein Amin, Bogtaneya

4. Y assn Osman, Managing Director of Shama El Saied (private sector representative)

5. Ahmed Moustapha Amer, Modern Nile (private sector representative)
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6. El Sayed Ezz El Arab, Chairman of Ddta Ginning Company
7. Mamdouah Abde Sattar, Chairman of Eastern Cotton Trading Company
8. Mrs. Ahlam Sdlim Abou Zeid, PBDAC, Director of Marketing and Credit Sector

The other members of the Supervisory Committee for the 2000/01 marketing season include:

9. Abdel Sdlam Abbas, Deputy Generd Secretary of the Committee

10. Chief of the Cotton Council

11. Redalsmail, Head of Agriculturd Extenson

12. Chief of Centrd Adminigtration for Seeds

13. Director of the Cotton Development Fund

14. Hussein Y ahaya Awad, Director of CRI

15. Moustapha Mohammed Saideen, General Supervisor for the Financia Sector of Marketing
(PBDAC?)

16. Ahmed El Gohary, Head of Cotton, Fibers and Oil Crops Board

17. Shazly Sayed, Managing Director of Marketing in PBDAC

18. El Sayed Erfin Rashed, Chief of Grading Sector in CATGO

19. Bl Sayed El Kholy, Chief of Centrd Adminigration for Administrative Affars MALR
20. Ahmed Sdim, Chairman of Misr Ginning

21. Mohammed Mahdy Shouman, an expert

22. Roushdy Mahmoud Haseeb, Agriculturd Bourse

b) Composition of the Supervisory Committee for the 1999/2000 Cotton Marketing Season

Thiswas created by Minister Waly’'s Decree No. 150 of 9 August 1999.

1 Hassan Khedr Chairman, PBDAC

2. Dr. Mohamed Moghazy President of The Supervisory Committee for Cotton
Marketing

3. Dr. Abddl Sdam Mohammed Abbas  Vice President (Deputy of Generd Secretary
Committee)

4. Dr. Huss=in Yehia Awad Director of the Cotton Research Ingtitute

5. Acc. Mostafa Mohamed Seidein Generd Supervisor of Financid Organization for
Marketing

6. Eng. Ahlam Sdim Abou Zad Head of Credit & Marketing Sector at PBDAC

7. Dr. Ahmed El-Gohary Head of Cotton, Fibers and Oil Crops Board

8. Eng. Sayed Shazly Sayed Generd Director for Marketing a PBDAC

0. Acc. Mamdouh Abdel Sattar Executive Vice Director for the Cotton &
Internationa Trade Holding Company

10. Eng. El Sayed Erfan Rashed Head of Sorting and Arbitration Sector in the
Arbitration Organization (CATGO)

11. Eng. El-Sayed Ezz El-Arab Chairman of Déta Cotton Ginning Company

12. Eng. El-Sayed EI-Kholy Head of the Central Adminigtration for Governorate
Affarsin MALR

13. Eng. Ahmed Sdim Chairman of Mig Cotton Ginning Company
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14. Mr. Mohamed Mahdy Shouman experienced person

15. Mr, Ahmed Moustafa Amer Modern Nile Company

2. Steering Commiittee for the Cotton, Fibersand Oil Crops Board (created by Ministeria
Decree No. 78 of 1999

Y oussouf Wally, The Minister of MALR (committee chairman)

Saad Nassar, Director of the Agricultural Research Center

Y oussouf Abdel Rahman, Chairman of PBDAC

Ahmed El Gohary, Head of Cotton, Fibers and Oil Crops Board (committee reporter)
Head of Agricultura Services and Follow-up Sector

Head of Agricultural Extension Sector

Head of The Holding Company for Food Industries

Nabil Marsafawy, Head of the Holding Company for Cotton and Internationd Trading
Abdd-Hakim Haggag, Head of the Holding Company for Spinning, Weaving and Ready
Made Clothes (HC-SWRMC). He was replaced by Moataz Bellah Abdel Maksoud as
head of the consolidated HC-SWRMC in late June 2000.
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3. The Cotton Council

This committee, headed by Ahmed El Gohary, meets gpproximately monthly to discussissues affecting
cotton production, marketing and trade. The November 2000 meeting focused on the cotton logo.
The meeting planned for December 2000 will focus on the cotton variety map for the 2001 season.
Note that there is only one private sector member of this council, Amin Abaza, who is Managing
Director of the Modern Nile Cotton Company.

MALR Representatives

Eng. Reda lsmall Undersecretary for Agricultural Extension

Eng. Mohamed Omar Radan Supervisor of Lower Egypt Cotton

Eng. Osman Ahmed Awad Supervisor of Upper Egypt Cotton

Eng. Abdd Aziz Y ouness Assstant Secretary for the Cotton, Fibers and Oil Crops
Council

Dr. Khdil El Mdky Chief of Centrd Adminigtration for Pest Control

Mrs. Soheir El Hazek Manager of Cotton Development Fund

Dr. Ahmed Hegab Supervisor of Cotton Development Fund

Eng. Sayed El Khouly Chief of Centrd Adminigration

Eng. Sdah Abdd Wanis CSPP Seeds Expert

Mr. Heinz Burgdtdler CSPP/IGTZ

Dr. Bakir Otefa MALR Technical Consultant

ARC Representatives

Dr. Ahmed El Gohary Chairman of the Cotton Council, former CRI Head

Dr, Mohamed El Moghazy (retired) consultant to ARC, Genera Secretary

Dr. Fawzy Nagim Deputy Director of ARC
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Dr. Abdd Azim Tantawy
Dr. Mohamed Abdel Sdam
Dr. Hussein Y ehia Awad
Dr. Abddlah Abdd Moneim
Dr. Mahmoud El Naggar

Director of the Fidd Crops Research Indtitute
(retired) Cotton Research Indtitute

Director, Cotton Research Ingtitute

Director, Plant Disease Research Indtitute
Director, Plant Protection Research Ingtitute

Officialsfrom CATGO and Other GOE Agencies

Eng. Ahmed Masekh
Eng. Mahmoud Ads

Eng. Sayed Erfan Rashed
Eng. Fouad Abu Hadb

Cotton Trade Representatives

Eng. Nabil El Marsafawi
Eng. Said Haggag

Eng. Shafik Gomaa

Eng. Abdd Latif El Tabbakh
Amin Abaza

Eng. Add Leheta

Eng. Sayed Ezz El Arab
Eng. Ahmed Sdim

Eng. Mamdouh Abddl Sattar

Representatives of Cooperatives
Mr. Mahmoud Abu Gharib

Eng. Sdeh Youness
Mr. Ahmed Ashmawy

Conaultant of Cotton Affarsin MTS

Chairman of CATGO

Chief of Grading Sector, CATGO

Chairman of The Generd Association for Reclaimed Land

Director of Cotton & Internationa Trading Holding Co.
Director of ALCOTEXA

Chairman of Mis for Cotton Export Co.

Chief of Procurement Sector, SWRMC-HC

Managing Director of Modern Nile for Cotton Co.
Chairman of Alexandria Trading Co.

Chairman of Detafor Cotton Ginning Co.

Charman of Mig for Cotton Ginning Co.

Chairman of Eastern Cotton Co.

Chief of Generd Coop for Agricultural Reform
Generd Manager of Generd Coop for Reclamed Land
Chief of Generd Cotton Marketing Cooperdtive

Mr. Mohammed Idriss Chairman of the Cooperative Union

4. The Cotton Variety Committee

Thisisnot aforma committeeassuch. Itisbasicaly aninforma committee within the Cotton Research
Ingtitute. CRI reportsthat it askskey people, such as Acc. Moataz of the Holding Company and Amin
Abaza of Modern Nile, for input on varieties. CASP aso providesinput, as seed availability isakey
consderation. Thiscommittee meetsmainly after the harvest of the seed cotton crop (in thefdl), once
planting seed supplies are known and months before the next season’s planting.

g~ wbdpE

Ahmed El Gohary, Chairman, former CRI Head

Dr. Hussein Y ehia Awad, Director of the Cotton Research Ingtitute
Dr. Mohamed Moghazy, former Director of ARC

Mohammed Abdel Sdaam Gomaa, former CRI cotton breeder
Reda lsmall, Undersecretary for Agriculturd Extenson, MALR
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6.

Ali Seda, Undersecretary for Governorate Affairs, MALR

5. The Commercial Committee of the Textile Consolidation Fund

Until al of the textile affiliated companies were trandferred to the Holding Company for Spinning,
Weaving and Ready-Made Clothes in late June 2000, this was the compostion of the Commercid

Committee.

1. Chief of the Permanent Fund Committee, Head of TCF, Abdd-Hakim Haggag

2. Charman of the Holding Co. for Manufacturing Textiles and Trade, Moataz Bellah Abdd
Maksoud

3. Chairman of the Holding Co. for Cotton and Internationa Trade, Nabil E| Marsafawy

4, Chairman of Misr Co. for Spinning & Weaving (Mehdla El Kobra)

5. Charman of Migr Co. for Fine Spinning & Weaving (Kafr El-Dawar)

6. Chairman of Unirab for Spinning & Weaving, Sdah Abdd Sdam

7. Charman of El Souf for Spinning & Weaving, Ahmed Imam

8. Chairman of El Nasr Co. for Wools and Fine Textiles (STIA)

9. Chairman of Misr Shebin El-Kom for Spinning & Weaving, Hussein Mubarak

10.  Charman of Alexandriafor Spinning & Weaving, Reefat Held

11. Charman of Migr Amriyafor Spinning & Weaving, Mohammed El Hamy Abdd Monem

12.  Charman of Mig Iran for Spinning & Weaving, Abdd-Hakim Haggeg

13. Charman of Damiettafor Spinning & Weaving

14.  Charman of Ddtafor Spinning & Weaving, Abdd Maguid Asal

15. Chairman of Nationa Co. for Spinning & Weaving, Fawzy Mohammed Sdem

16.  Chairman of Dakahlia Co. for Spinning & Weaving, Maher Anwar

17. Chief of the Internationa Trade Sector in MEFT, El Sayed Moh. Abou El Omsan

18.  Conaultant to the Holding Co. for Spinning, Weaving and Ready-Made Clothes, Mr. Taha
El Kady

19.  Generd Manager of the Textile Consolidation Fund, Magdy El Aref

20. Chief of Trading Sector for Prices and Export Procedures, MEFT?

21.  Chief of Trading Sector for Research and Internationd Affairs, MEFT?

22. Manager of Generd Adminigtration for Prices, MEFT?

6. Permanent Committee M ember s of Cotton Textile Consolidation Fund

The Permanent Committee has broader private sector representation than the Commercid
Committee.

1) Members Nominated by The Chamber of Textile Industries

1.

2.
3.

Eng. Abdd-Hakim Haggag, Chief of the Permanent Committee of the Textile Consolidation
Fund

Mr. Moataz Abdd Maksoud, Chairman of Misr Spinning & Weaving

Eng. Sdah Abdd Sdam, Chairman of Migr AmriyaS & W (Private Sector)
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4, Mr. Abu El Seoud Sultan, Sultan Trading Agency (Private Sector)
5. Mr. Mohamed Farid Khamis, Textile Industry Co. (Private Sector)
6. Eng. Abdd Wahab Sharkawy, Sharkawy Textile Factory (Private Sector)

2) Permanent Committee Members

7. Eng. Hamdy Mahmoud Mohamed Sanad, Chief of Industrid Monitoring Association-
Minigtry of Industry

8. Mr. Ali Mohamed Kamel El Hawam, Chief of Loca Trade Sector, MSIT

0. Mr. Nabil El Marsafawy, Chairman of the CIT-HC (changed to Chairman of HC-
SWRMC?)

10. Dr. Yussain YehiaAwad, CRI-ARC

11. Mr. El Sayed Mohamed Abu El Komsan, Chief of Foreign Trade Sector, MEFT

3) Membersto beincluded only when discussing Fabricated Silk Industry Consolidation:

12. Eng. Mohamed Ali Mohamed Atteia, Chairman of Misr Co. for Fabricated Silk
13. Mr. Ahmed Hamed Sdlim, Chairman of ESCO
14. Eng. Faeouk Abu El Makarem El Zaghl, Representative of Private & Investment Sector

7. The Lint Cotton Facilitating Committee

Moataz Bellah Abdd Maksoud, Head of the SWRMC-HC

Mohammed A. Tabbakh, Head of Supply and Import Sector, SWRMC-HC
Charman of Alcotan, Said Haggag

Chairman of Al Kahira, Sayed Nasr

Charman of AlexandriaCommercid Company, Add Leheta

Chairman of Eagtern Cotton Company, Mamdouh Sayed Abdel Sattar

Chairman of Sociéé Misr pour I’ Exportation du Coton, Shafik M. Abdd Kader Gomaa
Chairman of Port Said Cotton Export Company, Dr. Wagdy Hendy

Charman of El Wady Cotton Ginning and Trading Company, Bahaa El Sherif

10.  Chairman of Ddta Company for Cotton Ginning and Trading, El-Sayed Ezz El-Arab
11. Charman of Migr Ginning Company, Ahmed Sdim

©Co~Nogagk~wWNPRE

8. The ALCOTEXA Management Committee, January 1998-January 2001

All four officers have been chairmen of public cotton trading companies since 1998. Among the other
members, three represent other public companies, S represent private companies, and three represent
the GOE in other capacities (including the Chairman of the CIT-HC).

Presdent Said Mahmoud Haggag, ALCOTAN

1% Vice President Dr. Wagdy Hendy, Port Said

2" Vice President El Sayed Fouad Nasr, Al Kahira
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Fnancid & Admin Shafik M. Abdd Kader Gomaa, Misr
Secretary

Members: Mamdouh Sayed Abdel Sattar, Eastern (public)
Add Mohamed Leheta, Alexandria (public)
A. YehiaHed, Modern Nile (private)
Medhat El Alfy, Nassco (private)
Ahmed Shouman, Nefertiti (private)
Effat M. Eid, Nile Ginning (private)
Mohamed Zaki Montasser, Taaat Harb (private)
Mohamed A. El Bishbishi, Al Watany (private)
Dr. Farouk Abdd Bar, Vice Chairman State Council, Counsdlor of State
Nabil A. El Marsafawi, Chairman Cotton and Internationa Trade Co.
El Sayed Moh. Abou El Omsan, Head of Foreign Trade Sector, MEFT

Government Commissoner: Ahmed M. El Massekh
Deputy Executive Director: Sobhi A. Mashad (deceased as of October 2000)

In late October 2000, ALCOTEXA hedd dections for the new Management Committee, which will
meet for the firgt time in January 2001. The members of this new Committee, dominated by private
sector traders (n=10), include:

Ahmed Baraghith, Tanta Cotton Company

Amin Abaza, Modern Nile for Cotton Trade

Ahmed Shouman, Nefertiti for Cotton Trading and Export

Medhat El-Alfi, Nassco Cotton Trading Co.

Alaa El-Bashbishi, El-Watany Cotton & Agriculturd Development Company
Ezz El-Din El Dabbah, Arab Investment Co. (ATICOT)

Mohamed Saied, EI-Mabrouk Cotton Co.

Mohamed Zaki Montasser, Talaat Harb Cotton Co.

Zaki El Edkawi, Edco Cotton Export Co.

Effat Eid, Nile Ginning Co.

©CoNog~wWNRE
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The two eected members from the public sector are:

1 Shafik Gomaa, Misr Cotton Export Co.
2. Ahmed Sdim, Migr Cotton Ginning Co.

9. Committee Setting Cotton Prices
Headed by Saad Nassar, this committee includes:

1. Said Haggag, Chairman of Alcotan Cotton Trading and Export Company
2. Amin Abaza, Modern Nile Cotton Company
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3. Ahmed El Gohary, head of the Cotton, Fibers and Oil Crops Board

4. Dr. Husein Yehia, CRI Director

5. Mohammed A. Tabbakh, SWRMC-HC

6. Mohammed Moghazy, consultant to ARC

7. Moataz Bellah Abddl Maksoud, Head of the SWRMC-HC

8. El Sayed Moh. Abou El Omsan, Head of Foreign Trade Sector, MEFT

9. Mohammed El Sharkawy, MEFT, Head of the Cotton Sector

10. Abdel Barry Hamed, former MALR Undersecretary, responsible for the Cotton Stabilization
Fund

11. Redalsmail, MALR, Undersecretary for Agriculturd Extension

10. Committee for Domestic Cotton Trading
1. Nabil El Marsafawy, Committee Chairman and Chairman of the Internationa Trade Holding
Company (formerly CIT-HC)

2. Ahmed Baragith, Committee Vice-Chairman and Head of Tanta Cotton Company
3. There are other members. MV E was unable to obtain thisinformation on atimely basis.
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ANNEX 2: THE AFFILIATED COMPANIESOF THE TEXT OF THE HOLDING
COMPANY FOR SPINNING & WEAVING & READY-MADE CLOTHES

Note that this HC includes affiliated companies other than textile companies.

Cotton Trading Companies (6)

Alexandria Trading

Cairo for Cotton

El Sharkeyafor Cotton

Investment Trading & Cotton Export (probably Alcotan Cotton Trading and Export Company;
sometimes referred to as Al-Maoshama)

Mis for Cotton Export

Port Said for Cotton Export

Ginning Companies (3)
El Ddtafor Cotton Ginning
El Wadi for Cotton Ginning
Misr for Cotton Ginning

Cotton & Cotton Blend Spinning and Weaving Companies (17)

Al Seyouf Spinning & Weaving

Dakahlia Spinning & Weaving

Damietta Spinning & Weaving

Ddta Spinning & Wesaving

El Nasr Spinning Dyeing Weaving & (MehdlaEl Kobra)
El Nasr Wool & Selected Textile Co. (STIA)

El Sharkeya Spinning & Weaving

Industrid Outlets for Cotton & Silk (ESCO)
Middle Egypt for Spinning & Weaving

Misr for Fine Spinning & Weaving (Kafr El Dawar)
Mig for Spinning & Weaving (Mehdla El Kobra)
Misr Helwan Spinning & Weaving

Mis Shebeen El Kom Spinning & Weaving
Nationa Spinning & Weaving

Port Said Spinning & Weaving

Shourbagy and Tricona

Upper Egypt Spinning & Weaving

Dyeing and Finishing Companies (3)

Alexandria Dyeing Company
Cairo Dyeing & Preparation
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Mig White Dyeing

Other Companies(9)

Alexandriafor Carpet & Furniture

Arab Carpet & Furniture

Egyptian Cotton Pressing

Egyptian Wool Spinning & Weaving (Wooltex)
El Sharkeyafor Linen & Cotton

Genera Company for Jute

Mig for Spinning & Weaving Equipment

Misr Polyester Fibers

Mig Synthetic Silk

L eased Plants (2)

DIP Egypt (Mogtorad unit, which is part of ESCO)
Minya El Kamh Spinning (three units belonging to El Sharkeya Spinning & Weaving)

Other Plants (status unknown)
El Mahmoudia Spinning & Weaving

Kom Hamada Spinning & Weaving
Meet Ghamr Spinning
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ANNEX 3: MEMBERS OF THE RICE SUBCOMMITTEE OF THE AGRICULTURAL

COMMODITY COUNCIL

No. Name Organization Tel Fax
1 |Dr. OsamaKheir EI-Din El-Hoda & ACC Chairman 2753500 2752900
2753700
2 |Dr.Hamed EI-Mabrouk El-Mabrouk & ACC Treasurer [03/4202222 03/4214777
3 [Mohamed M. EI-Ashmawy |El-Dakahleya Mills 050/345057
4 |Abd El-Fattah Ghoneim Damietta Rice Milling Co. 050/794032
5 |Add El-Shahawy Alexandria Rice Milling Co. 03/3910258 03/3910158
6 |Moussa Fathallah Kassab Head of Rice Branch, Cereals|047/562986
Industry Chamber
7 |Ashraf El-Attal Egyptian Traders Co. 03/4841177 03/4843002
8 |Nasser El-Sharkawy Misr Company 3910557 3918704
9 |Samir El-Naggari Fresh Fruit Company 3361905 3379623
10 |Ahmed El-Wakil Wakalex Company 03/513752
11 |Mohamed Ibrahim Omar Egyntex Company 4864125 4865728
12 |Mostafa Ghorab El-Fostat Company 3905400 3901547
3904965
13 |Hussein El-Harawi Misr Co. for Rice Export 03/5920294 03/5918805
14 |Naser El-Sharkawi Misr Co. for Exports and{3918704 3915189
Imports
15 |Abded Fatah Hamed Salman |EI-Wad Co. for Agricultural |03/4835646 03/4861363
Commodities Exports 03/4875439
16 |Hussein Mekawi Misr Company for Trade 03/4173588 03/4174226
03/5968805
17 |Hassan A.El-Hamid Salam  |Alexandria Rice Mills 03/4924876
012/2159183
18 |Abdo Badawi Mecca for Trade Company 4020198 2624170
19 |Yousri El Hawari Cereals Industry Chamber 5862421 5766080
20 |Dr. Ahmad El-Hessewi Rice Technology Ingtitute 03/4218780 03/2581585
21 |Abd El-Sattar Soliman Food Industries Holding Co. 3494826 3492312
22 |Abd El-Ghaffar Salam 050/322815 050/348517
23 |Wedfi A. El-Aziz El-Dakahleya Mills 050/2594926  |050/2594967
24 |Fesd Eid Food Industries Holding Co.
25 |ldriss Abass Sala-m El-Pasha Company 2042842 2037247
26 |Ali Mossad Zein El-Din 045/911111 045/910468
045/911222
27 |El-Nasr for Exports and 5762500 777257
Imports
28 |Rice Marketing Company 7957049 7949983
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ANNEX 4: PRIVATE INDUSTRY OBSERVATIONS ON COTTON MARKET
LIBERALIZATION, 1999/2000 SEASON

The following statements are either direct quotes or pargphrased statements of various private sector
cotton traders and exporters, made during the 1999/2000 marketing season. They are evidence of
grong private industry support for further and faster liberaization and privatization.

Minister Goueli set export prices this season (1999/2000) before he left office, not ALCOTEXA. If
the market was redlly free, ALCOTEXA would disgppear. It hasno roleto play.

Egypt should not be importing upland cotton which it can produce in Egypt. Egyptian upland cotton
would be just as good as the imported upland.

The Minigter of Agriculture doesn't follow the recommendations of the market. He sets the varieties
for politica reasonsto try to please the farmers. He has planted too much G-70 because the yield is
good, but we have no demand for it. So it isnot based on market demand.

The government is not serious about privatization. If they were serious, they would privatize the cotton
trading companies.

The government should get out of the cotton business, but they don't want to for political reasons. They
want to pay the farmers to support their income and to keep jobs for al the workers in the spinning
mills

With both public and private firms in the market, both lose. The public firms lose money on behaf of
the government and they force the private firms to lose money.

To have agood cotton industry you need abase of smdl privatetradersat thelocd level. Thesystem
this year is particularly hard on the smdll local traders. Thistrader keegps contact with people in Alex
that keep up with the internationd markets. His knowledge of prices determined his Strategy this
Season.

All of the private traders got fewer rings than they requested.  This decison to limit the rings to the
private sector was made by Marsafawy. There was a big meeting which most of the private traders
attended. Bigger tradersgot ahigher percent of the ringsthey requested than did the small companies.

The government needs to give more freedom to the market and needs to have more respect for the
private traders. The uncertainty of the government policies is a serious problem.

Ingenerd the government makestoo many regulationsand rules. Government must get completely out
of the marketing business.

All of the traders should get together for discussions of al of the cotton marketing problems. They
should put out areport where everyone's satements are reported with the names. The government is
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not listening to the private traders. Thetraders can't do this (produce such areport) in ALCOTEXA.
(This trader) wants complete transparency, and he wants people to put things in writing and an
organization to discuss these things.

Didribution of sdlesrings wasabig gamethisyear. The private traders knew there was a shortage of
cotton and they expected that they would not get the rings requested, so Nassco requested twice as
many as they got, whichwas more than they redly wanted. But Nassco ended up getting about what
they expected to get. Last year they got exactly what they requested. Thisyear the committee chaired
by Marsafawy kept back alot of cotton for the public sector firms.

The ban (on LS exports) did not have much effect on totd exports. The world market is bad, and
Egyptian exporters would not have exported much more without the ban. But they il did not likeit,
because of the (negative) impresson it makes on foreign buyers. Thisis bad policy.

Each year there is a big meeting with al of the traders and the spinners, but then the Ministry of
Agriculture does whatever it wants on varieties. Varieties should be chosen on the basis of market
demand.

L ocal spinners should import more upland cotton. The price of good upland cotton isnow about 43-44
centsg/lb., so it should be imported. 1t should not be produced in Egypt.

One trader had complaints about the PBDAC operations. Weighing was not very accurate, and
PBDAC wasdow in providing the permitsto move the cotton to the gins and there were problems with
the sacks. Next year he won't sign up for any PBDAC rings but will buy on hisown. This year he
ganed experience but no profit.

The uncertainty is so greet in the cotton business that no one can be in the cotton businessonly. One
would not want to operate every year, so you have to have another source of income.

Cotton takes too much capitd, and your capita is tied up for such along period. You need bank
financing and you end up paying large finance costs.

A trader put in arequest to buy 150,000 kentarsfrom therings, but they told him that he must pay the
officid prices at the rings, which were higher than the internationa prices. When they told him there
would be deficiency payments, he decided not to accept any rings because he did not want to wait,
possibly for years, to get the deficiency payments. If the GOE had promised to pay on acertain date
withinterest, then hewould have been interested in buying cotton thisway. Hethinksthe other traders
may never get their money for these payments.

Hedidn't apply for any PBDAC sdesrings, because he doesn't believe in buying cotton through these
rings. He wants to salect the cotton he buys. He doesn't want to be forced to buy bad cotton.
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ANNEX 5: SOME THOUGHTSON THE PRIVATIZATION PROCESS, ITS
OBJECTIVESAND ITSINTENDED OUTCOMES

The Privatization Process and Focusin Egypt

Asagenerd comment on the gpparent thrust of privatization strategy, the GOE hasto decide whether
the privatization program isprimarily aimed at improving the performance of the economy or generating
revenues for the sate. GOE announcements in the Egyptian press suggest that the Government
consders privatization asasource of fundsfor various other public expenditures-costly early retirement
packages for workers, finance for mega-projects, or other public investments (which may not be
subject to rigorous economic and financia criteria).

It ismoreappropriateto emphasizethat privatization leadsto mor e competition and subjects
former public companies to the discipline of the marketplace. Compstitive domestic and
international markets reward strong management, efficient and market-driven production, and well-
targeted marketing efforts. The better public firmswill survivethe adjustment to privatized enterprises,
and these companies will compete in industries that are more market-responsive, cregting more jobs
and more exports, leading to greater income streams. Resources will aso be inevitably taken out of
industries with excess capacity, such as cotton ginning and spinning, and transferred to agribusinessand
other investments with higher returns. In concluson, the appropriate GOE focus should be on the
benefits of competitive markets and industries, better management of firms under private sector
leadership, and higher-quality, market-driven production. The focus on GOE revenues generated by
completed privatizations, and the unredisticaly high asset vauations that this focus encourages, would

disappear.

Another barrier tofurther privatization isthe pervasive misunder standing of sunk costs. As
economists note, sunk costsarejust thai—sunk costs—neither abasisfor vauing public company assets,
nor one for making decisions about the future of atroubled public company or an inefficient industry.
Most Egyptians, including policy-makers, HC officids, and heads of AC's, think that becausethereare
huge public investments in giant textile factories, rice mills, flour mills, and oilseed processing plants,
someone has to continue to use these assets (however degraded and idled they may have become) or
at least get ahigh return ontheir sde. A potentialy more harmful variant of thisthinking isthet the GOE
should pour alot more new money into "rehabilitating” idled capacity (this may be an economicaly
viable thing to do in up to 25% of the cases, but certainly not in the mgority of cases). Until people
understand that sunk cogts should not guide future resource alocation decisons, progress in
privatization is likely to be limited.

Egyptian Management Culture
Private sector management along western capitdidtic lines encourages gathering and interpretation of
market intelligence, production of goods for pecific market niches, making bold decisons (rather than

waiting for committeesto make decisons), and taking calculated risks. There are sometimes condtraints
in Egypt that may make adoption of this management modd dow and in many cases incomplete.
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Inthismodd, there is delegation of authority and mid-level managers (or foremen and workers a the
production line level) are empowered to make decisions (and live with the consequences). Egypt
management culture, whether in a public, private or non-governmenta organization, discourages
individud initiative, taking respongbility for one's actions, relatively flat organizationd profiles, and
teamwork. Private firm managers often do not delegate authority. This tends to centrdize decison-
making power in one or two key individuas, who get overloaded and have trouble focusing on key
drategic directions for their firms and the demands of rapidly changing markets. These characteristics
of the Egyptian workplace and management culture may congtrain growth of companies beyond
mediumtg ze family-owned firmsto (more efficient and more desirable) corporations with empowered
mid-level managers with well-defined responghilities, motivated lower-level managers and employees
rewarded for good performance, and promotion based on merit.

The GATT and Increasing I nternational Competition

Despite these concer nsabout Egyptian management cultur e, competitivemarketshaveaway
of disciplining the firms that operate in those markets. Privatization will allow a new
generation of private sector manager sto emerge and develop. Some will be more efficient
and prosper, making quick and inteligent decisions about production and market
opportunities. Some other privatized companies will die off, and the GOE cannot and should
not do anything about them. Subsidiesand bailoutswill only squander scarce public resources that
could be better invested in improving infrastructure or education.

Another set of pressureswill come from Egypt’ s compliance with WTO/GATT agreements during the
next 5-10 years, when decreases in tariffs will lead to increased imports that could hurt certain firms
that have operated in protected markets for along time.  Although the new private sector managers
will not have a lot of time to adjust to these pressures, some will survive and flourish in the more
comptitive and open Egyptian economy.

The next 5-10 yearsof privatization will beinteresting to observe. The ultra-gradudist model of market
liberdization/privatization is going to be put severdly to the test. The fact that tariff reductions don't
redly kick in until 2001 has given Egypt Sx years of breething space, following the 1995 sgning of the
GATT agreement, during which the country has made respectable (though dow) progress in
liberdization and very uneven and (in many cases way too) dow progress in privatization. The
sgnificant depreciation of the currency underway will add another set of pressures (much higher import
costs) that could force further adjustments.
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